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Swisscom is Switzerland’s leading telecom provider and occupies
a strong market position in Italy via its subsidiary Fastweb.
Swisscom operates aggressively in a dynamic and increasingly
international market, makes no compromises when it comes to
meeting customer needs, and is committed to delivering quality
and service. Swisscom is investing heavily in the networks of the
future and thus in Switzerland.

Business activities

Company profile

Swisscom is Swiss market leader in the field of telecommunications. It is also one of the largest
companies in Switzerland and its shares are among the 20 largest and most liquid on the Swiss
equities market. Swisscom’s international activities are concentrated mainly in Italy. The majority
shareholder with a stake of 56.8% is the Swiss Confederation, which by law must hold a majority
of the capital and voting rights. Swisscom’s business strategy is geared to the long term and takes
into consideration of economic, ecological and social aspects. Sustainable management and long-
term responsibility are firmly enshrined in Swisscom’s corporate culture. Swisscom owes its busi-
ness success to the dedication and commitment of its 19,000-strong workforce, which continually
strives to develop new solutions for customers and the information society. Major investments in
network infrastructure ensure that Swisscom will continue to satisfy customer needs well into
the future.

Swisscom’s business activities are concentrated in Switzerland, where it generated around 80% of
net revenue in 2012. Swisscom offers customers a full complement of telecoms products and ser-
vices for fixed-line telephony, broadband, mobile communications and digital television,and is also
active in IT infrastructure outsourcing and communications infrastructure management for busi-
ness customers. In keeping with its mandate to provide basic service provision throughout the
country, Swisscom also maintains a presence in the more sparsely populated regions of Switzer-
land. Swisscom’s evolution to a multimedia company is reflected in the wide range of products
and services it offers through multiple sales channels. Customers can check out products and serv-
ices first hand and receive comprehensive advice in Swisscom’s own shops as well as in numerous
partner outlets. They can also obtain product information and order products and services at any-
time online via the Swisscom website. The digital customer centre, which is also accessible online,
allows customers to manage their personal details, subscriptions and bills on their own. Swisscom
can also be reached 24/7 via a free hotline.

Net revenue
Switzerland accounts for

% of total net revenue
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Swisscom Ltd

Swisscom fosters close ties with all stakeholder groups: shareholders, investors, employees, sup-
pliers, the general public, public authorities and, above all, its customers. Swisscom has long been
committed to its Swiss roots and endeavours to ensure that all citizens benefit from leading-edge
technologies. For this reason, Swisscom supports a solution-oriented approach, in the interest of
the common good and in the interest of the company.

Swisscom brand

The Swisscom brand was created in 1997 following the splitting of the former PTT into a postal
and telecommunications company and in anticipation of the forthcoming stock market flotation
in 1998.Since then it has continued to evolve. In spring 2008, Swisscom simplified the brand archi-
tectureinline with the company’s guiding principles and strategy, and since then all core-business
products and services have been offered in Switzerland underthe Swisscom brand. Swisscom oper-
ates under a range of other brands in related business fields, and in Italy the Fastweb brand com-
mands a strong position.
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Since its inception Swisscom has consistently pursued a strategy of growing the Swisscom brand
from a telecoms and IT brand to an integrated brand positioned more broadly to cover the entire
spectrum of telecoms, IT, media and entertainment. The success of Swisscom TV in particular has
confirmed the Swisscom brand’s competence in the field of digital entertainment. New interfaces
such as the TV Guide app have boosted the innovative character of the brand, which is now firmly
established as a trusted companion for Swisscom customers in a rapidly changing digital world.
According to customer surveys, the Swisscom brand is among the most trustworthy of Swiss
brands. It is perceived as authentic, reliable and of a high quality, is firmly anchored among con-
sumers and scores by farthe best marks in the “top of mind” survey, well ahead of the competition.
The brand’s strength was once again confirmed in the year underreview in acomparison of leading
Swiss brands. According to the Interbrand “Best Swiss Brands 2012” study, the Swisscom brand is
valued at CHF 4.8 billion, putting it in sixth place on the list of Switzerland’s leading brands.

The traditional cornerstones of the Swisscom brand are quality, trust and service. Swisscom’s daily
contact with customers and its commitment to sustainability, which it honours continuously
through numerous initiatives and activities, featured again as themes in the company’s commu-
nications in 2012 and have enhanced its brand identity.




Swisscom’s network infrastructure

Network infrastructure in Switzerland
Switzerland boasts one of the best IT and telecoms infrastructures worldwide. According to an
OECD study, Switzerland leads the world in terms of broadband penetration (OECD Broadband
Portal, July 2012). Mobile broadband coverage now extends to virtually the entire population, and
Swisscom is by far the leading fixed and mobile network operator in Switzerland.
The fixed network comprises two levels: an access network and a transport network. The access
network consists of 1,500 local exchanges and 3.4 million subscriberaccess lines toend customers.
Swisscom started many years ago to upgrade the fixed network with fibre-optic cables. In a first
step fibre-optic cables were laid between the local exchanges, from where they were extended to
neighbourhood cabinets. Most subscriberaccess lines consist of copper cables. Thanks to this tech-
nology, 91% of homes and businesses receive Swisscom TV, 84% even in high-definition quality.
Many large companies and office complexes have already had fibre connections for quite a few
years. Since autumn 2008, Swisscom has been extending access to residential customers (fibre to
the home, FTTH) and small and medium-sized enterprises. By the end of 2012, some 552,000
homes and businesses were connected with FTTH. By the end of 2015, this figure is set to rise to
around a million, or around one third of all households in Switzerland. Swisscom is also planning
to systematically expand the broadband network throughout Switzerland by rolling out fibre to
the street (FTTS). FTTH rollout is generally carried out in cooperation with local partners—as arule,
power utility companies.
In mobile communications Swisscom has access to a frequency spectrum covering all common
frequency bands between 800 and 2,600 MHz, enabling it to deploy GSM, UMTS and LTE technolo-
gies over the long term as the need arises. All mobile frequencies for the period up to the end of
2028 were newly allocated or allocated for the first timein an auction conducted in February 2012.
Swisscom has therefore secured access to 42% of the entire mobile spectrum. It has also equipped
all of its sites with mobile antennas using second- or third-generation technologies such as EDGE,
UMTS or HSPA/HSPA+. And in 2012, Swisscom became the first mobile provider in Switzerland to
launch fourth-generation LTE technology on a commercial basis. LTE technology could serve in
©  futureasanalternative to the fixed network in more sparsely populated areas. Mobile data traffic
see grew by 85% in 2012, driven by the continuing penetration of smartphones, new devices such as

www.swisscom.ch/ K AP .o
network-coverage  tablets, and new price plans (infinity subscriptions).
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To address this growing demand Swisscom is continually expanding its broadband network,
extending the product range and increasing the number of antenna sites. Swisscom is committed
todeployingmodern, needs-appropriate technologies in ordertoensure efficiency and compliance
with up-to-date zoning requirements, while also minimising emissions. Swisscom’s rollout of LTE
marks a further important technological step into the future. Wherever possible, site expansion
is coordinated with third-party mobile providers. Swisscom already shares around 21% of its nearly
6,400 antenna sites with other providers. And with around 1,800 hotspots across Switzerland,
Swisscom is also the country’s leading provider of public wireless local area networks.

By 2015, Swisscom plans to boost energy efficiency by 20% compared to 1 January 2010, using a raft
of measures aimed at optimising the energy consumption and cooling of network platforms and
infrastructure installations. By the end of 2012, Swisscom had increased energy efficiency by 15%
versus 1 January 2010.

Network infrastructure in Italy

Fastweb’s network infrastructure comprises an all-IP fibre-optic network that extends over a dis-
tance of more than 33,000 kilometres. Fastweb reaches more than half of the Italian population
with its own fixed-line infrastructure, with around two million or 10% of urban homes and busi-
nesses enjoying fibre-optic coverage (FTTH).

Fastweb aims to build on the competitive advantage afforded by its own infrastructure, substan-
tially expand network coverage and improve profitability. Under a cooperation agreement with
Telecom ltalia, Fastweb intends to target investments of around EUR 400 million in fibre-optic
expansion by the end of 2016. The focus will be on rolling out fibre to the street (FTTS) with the
aim of providing around 20% of Italian households with ultra high-speed broadband by the end
of 2016. Fastweb also offers its own mobile communications services under an agreement with
a third-party mobile virtual network operator (MVNO).



General conditions

Macroeconomic environment

Swisscom'’s financial position, results of operations and cash flows are primarily influenced by
macroeconomic factors: in particular, economic trends, interest rates, exchange rates and capital
markets.

Economy

While 2012 saw a recovery in the general economic situation following the global economiccrisis,
concerns about future global economic development started rising again towards the end of year.
The Europeandebt crisis remains unsolved, and social tensions are growing, especially in southern
European countries. There is the risk of weak economic growth in 2013.
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In Switzerland gross domestic product (GDP) grew by around 1% in 2012. Because Switzerland as
a small and open economy is unable to detach itself from the global economy, prospects have
become bleaker. Asubstantial share of Swisscom’s revenue from fixed and broadband lines as well
as mobile subscriptions is based on fixed monthly fees. Short-term economic fluctuations there-
fore have little impact on these revenue items. On the other hand, project business with business
customers and revenue from international roaming are more subject to cyclical factors. If eco-
nomic growth in Switzerland remains sluggish or if a recession sets in, the effect on consumer
demand for telecoms services is likely to be negative.
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Swisscom’s debt financing costs benefit fromlow interest rates. Average interest expense onfinan-
cial liabilities is around 2.5% and the average term to maturity is around four years.



Market-based interest rates influence the valuation of various items in the Swisscom consolidated
financial statements, such as goodwill (Fastweb), defined benefit obligations and non-current pro-
visions for dismantlement and restoration costs. Interest levels also have a material impact on
returns and thus on the financial situation of the Swisscom pension fund.

Exchange rates

Therewas nofurtherappreciationinthevalue of the Swiss francagainst currencies of key relevance
for Swisscom’s operations in 2012. The Swiss National Bank (SNB) adhered to the minimum
CHF/EUR exchange rate of 1.20.

Development of exchange rate at the end of period CHF/EUR
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Swisscom’s business activities in Switzerland are not materially influenced by currency move-
ments. Only a small share of revenue is generated in foreign currencies. The procurement of hand-
setsand technical equipment as well as roaming charges for the use of fixed networks and mobile
networks abroad by Swisscom customers give rise to transaction risks in foreign currencies
(notably EUR and USD), which are largely hedged by forward foreign exchange transactions.
Outstanding financial liabilities are denominated almost exclusively in Swiss francs. Currency
translations in respect of foreign Group companies, in particular Fastweb in Italy, affect the pres-
entation of the financial position and results of operations in the consolidated financial state-
ments. Cumulative currency translation adjustments in respect of foreign subsidiaries recognised
in consolidated equity remained unchanged year-on-year at around CHF 2.0 billion (before deduc-
tion of tax effect).

Capital market

International equity markets performed positively in 2012, with the SMI rising by around 15%.
Bond markets profited from a further drop in interest rates. Swisscom holds surplus liquidity in
the form of cash and cash equivalents and short-term money-market investments. There are no
direct financial investments in equities, bonds or other non-current financial assets. The assets of
around CHF 7.8 billion held by comPlan, Swisscom’s legally independent Swisscom pension fund,
which are invested in equities, bonds and other investment categories, are subject to capital mar-
ket risks and therefore indirectly affect the financial position presented in Swisscom’s consolidated
financial statements.
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Legal and regulatory environment

Swisscom’s legal framework

Swisscom is a public limited company with special status under Swiss law. It is organised in com-
pliance with the Telecommunications Enterprise Act, company law and the company’s articles of
incorporation, and its business operations are governed primarily by telecommunications and
broadcasting legislation. Swisscom is also subject to rules governing business as a whole, namely
competition law. As a listed company, Swisscom is also required to comply with capital market
legislation.

Telecommunications Enterprise Act (TEA) and relationship

with the Swiss Confederation

As of 1 January 1998 the former operations of Swiss Telecom PTT were legally transformed into
“Swiss Post” and “Swisscom Ltd” (hence the term “public limited company with special status”).
Under the terms of the TEA and the company’s articles of incorporation, Swisscom is responsible
for the provision of domestic and international telecommunications and broadcast services as
well as related products and services. The TEA requires the Swiss Confederation to hold a majority
of the capital and voting rights in Swisscom. For the Swiss Confederation to give up its majority
shareholding, the TEAwould need to be amended. Swisscom is also obliged to draw up a collective
employment agreement in consultation with the employee associations. Moreover, every four
years the Federal Council defines the goals which the Swiss Confederation, as principal share-
holder, aims to achieve (for example in terms of maximum indebtedness, returns to shareholders
and shareholdings outside Switzerland). The current goal period runs from 2010 to 2013.To guar-
antee transparency the goals are made publicto otherinvestors. The aims of the Swiss Confederation
are incorporated in the strategic and operating targets set by the Swisscom Board of Directors.

Telecommunications Act

The telecommunications act governs the conditions under which market-dominant providers of
telecoms services are required to make their network available to other providers. The act covers
acomprehensive catalogue of access types and in the area of the “last mile”is restricted to copper
cables. The access services cited in the act must be offered at regulated conditions and in particular
at cost-based prices. In addition to network access, the act governs universal service provision, lay-
ing down the framework for the reliable and affordable provision of basic telecommunications to
all sections of the population in all regions of the country. The scope of services as well as the
related quality and pricing requirements are determined periodically by the Federal Council. The
universal service provision licence granted to Swisscom by the Federal Communications Commission
(ComCom) in 2007 runs until 2017. The Telecommunications Act also governs conditions for use
of the radio frequency spectrum.

Competition law/Federal Cartel Act

The Cartel Act prohibits anti-competitive agreements between companies, provides for sanctions
in the event of abuse by companies of their market-dominant position, and prohibits business
combinations that result in the elimination of competition. Discrimination of trading partners
with respect to prices or other business conditions is considered to be an example of unlawful
conduct.

Capital market law

The shares of Swisscom Ltd are listed on the SIX Swiss Exchange in Zurich. In addition, Swisscom
has issued bonds which are also traded on the SIX Swiss Exchange. Swisscom is therefore required
to comply with Swiss stock market legislation and regulations. The company is also subject to reg-
ulations governing accounting and financial reporting as well as rules relating to ad-hoc publicity
and the disclosure of transactions in Swisscom securities by members of the Board of Directors
and the Group Executive Board. Shareholdings in Swisscom must also be disclosed if they exceed
or fall below a certain limit.

Regulatory developments in Switzerland in 2012

Ongoing proceedings relating to telecommunications and competition legislation

In recent years, a number of proceedings relating to telecommunications and competition law
have been initiated against Swisscom. In spring 2012, the Federal Administrative Court upheld
two rulings issued by the Federal Communications Commission (ComCom) in March 2010 con-
cerning the regulation of leased lines. The court established that Swisscom is market-dominant
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inalltransmission technologies (including Ethernet services) and bandwidths, with the exception
of point-to-point connections where connectivity is offered by at least two alternative service
providers besides Swisscom. The Federal Administrative Court also lowered access prices for leased
lines with bandwidths between 2 Mbps and 10 Gbps (excluding Ethernet services) by 15 to 30%
fortheyears 2007 to 2009. Ongoinglegal proceedings in connection with the Telecommunications
Act and Cartel Act are described in the notes 28 and 29 to the consolidated financial statements.

Preliminary clarifications concerning FTTH (fibre to the home)

In 2011 the Secretariat of the Competition Commission (ComCo) launched a preliminary enquiry
into cooperation projects between Swisscom and power utility companies in six Swiss cities and
the canton of Fribourg for the joint construction of the fibre-optic infrastructure (FTTH). Proceed-
ings relating to the cities of Basel, Berne, Lucerne, St Gallen and Zurich were concluded in 2011,
followed by the city of Geneva and the canton of Fribourg in February 2012. The ComCo Secretariat
concluded that certain clauses could contain indications of anti-competitive practices. The agree-
ments have been modified by Swisscomtolargely address the concerns of the competition authority.
No anti-trust proceedings in the area of FTTH are therefore pending.

Invitation by ComCom to tender for mobile communication frequencies

At the request of the Federal Communications Commission (ComCom), the Federal Office of
Communications (OFCOM) put all frequency blocks available for mobile communications up for
auction. Besides Swisscom, mobile operators Orange and Sunrise also participated in the auction.
For the auctioned frequency packages, the Swiss Confederation received a total of CHF 996 million
from participants. Swisscom successfully bid for 42% of the available mobile frequencies, paying
CHF 360 million and acquiring all the desired frequency blocks. Compared to the present, in future
Swisscom will have approximately double the size of frequency spectrum at its disposal for the
mobile network. The mobile licences newly issued by ComCom will run until the end of 2028.

Telecommunications market evaluation

In 2012 the Federal Council published a follow-up report to its 2010 telecom markets evaluation
in which it concluded that Switzerland essentially enjoys adequate provision of telecom services
and that a number of improvements have been made since 2010. However, the Federal Council
also considers that the rapid pace of technological change will ultimately render futile the rules
originally relating to traditional technologies such as copper cables. For this reason it advocates a
technology-neutral structuring of the legal framework in order to address the new challenges fac-
ing the telecoms market. With this in mind, it intends during the current legislative period to com-
mission a consultation paper to be drafted with a view to a partial revision of the Telecommuni-
cations Act (TA).

Revision of the Ordinance on Telecommunications Services (OTS)

In its response to parliamentary question in November 2011, the Federal Council announced that
it would submit various cost calculation methods for consultation in 2012 in view of a revision of
the Ordinance on Telecommunications Services (OTS). For this reason the Federal Office of
Communications (OFCOM) carried out two surveys of experts in the year under review in which
the overwhelming majority of those taking part spoke out against the valuation of the network
elements at replacement cost.

Roaming

On 20 September 2011, contrary to the Federal Council’s proposal, the National Council approved
the motion calling for “an end to exorbitant mobile charges abroad”. The motion calls for the Federal
Council to fix binding maximum tariffs to be adopted by all telecoms providers for incoming and
outgoing calls, SMS messages and data transfers over mobile devices when used abroad, in line
with the requirements imposed by the European Union. The Advisory Committee of the Council
of States, however, decided to consult the operators before making a decision. The consultation is
scheduled to take place in the first quarter of 2013.



Regulatory differences between Switzerland and the European Union

In the European Union (EU), the regulatory authorities have extensive powers to analyse markets
and impose on market-dominant companies obligations relating to non-discrimination, trans-
parency and forms of access (“ex-ante regulation”). The Swiss regulator has rejected this type of
practice, opting instead for ex-post regulation (primacy of negotiation and appeal principle) on
the grounds that market conditions in Switzerland differ from those in most EU member states.
The Swiss market is characterised by virtually nationwide competition between Swisscom and the
cable network operators. Moreover, municipal and regional power utility companies have also
entered the market. The market situation prevailing in Switzerland therefore necessitates a dif-
ferent set of regulations from those in place in countries such as France and Italy, where no plat-
form competition has evolved due largely to the existence of a single network provider.

Legal and regulatory environment in Italy

Fastweb’s legal framework

As a member of the European Union, Italy is required to bring national legislation into line with
the European legislative framework. The Italian regulatory authority Autorita per le Garanzie nelle
Communicazioni (AGCOM) has thetask, based onananalysis ofthe markets defined by the European
Commission, of imposing regulatory obligations on companies. Drafts of such regulations must
be submitted to the European Commission and the regulatory authorities of the other member
states, who have the right to comment on or veto the draft. The business operations of Swisscom’s
ltalian subsidiary Fastweb are therefore heavily influenced by European and Italian telecommu-
nication legislation and its application.

Regulatory developments in Italy in 2012

Prices for unbundled subscriber lines and mobile termination rates agreed by AGCOM in 2010 and
2011 went into effect in 2012, resulting in an increase in the monthly price for an unbundled sub-
scriber line to EUR 9.28 and a reduction in the mobile termination rate to 2.50 euro cents per
minute from 1 July 2012. The termination rate will be reduced in steps to 0.98 euro cents per
minute by July 2013.

In 2012 AGCOM published a model for calculating fixed-line termination rates based on IP tech-
nology. The model applies to all fixed-line operators and provides for a continuous reduction in
prices from 0.22 euro cents per minute to 0.04 euro cents per minute over a period of three years.
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Swisscom fosters dialogue with its most important stakeholder groups via electronic media, over
the phone, through surveys, information events, business meetings, road shows and conferences,
as well as in customers’ homes and in the Swisscom Shops. In 2012 — as in previous years —
Swisscom directly incorporated the concerns of stakeholder groups in specific projects. Stake-
holder management at Swisscom is decentralised in order to ensure proximity and ongoing con-
tact with the individual stakeholder groups. Of the many stakeholder groups, customers, share-
holders, investors, public authorities, legislators, suppliers, the media, employees as well as
partners and NGOs have the largest influence on Swisscom'’s business strategy.

Customers

Swisscom systematically consults residential customers in order to identify their needs. Customer
relationship managers, for example, gather information on customer needs directly at customer
touch points. The Corporate Business division conducts quarterly surveys that include questions
on sustainability. Swisscom also maintains regular contact with consumer organisationsin all lin-
guistic regions of Switzerland and runs electronic forums, including an environmental blog
launched in 2006 and a corporate responsibility blog launched two years ago. The overall findings
show that customers expect attractive pricing, market transparency, responsible marketing, com-
prehensive network coverage, network stability, low-radiation communication technologies and
sustainable products and services.

Shareholders and external investors

Besides the Annual General Meeting, Swisscom fosters dialogue with shareholders at analysts’pre-
sentations, road shows and in regular teleconferences. Over the years it has also built up contacts
with numerous external investors and rating agencies in the area of sustainability. Shareholders
and external investors expect above all growth, profitability and innovation from Swisscom.
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Public authorities

Swisscom maintains regular, close contact with various public authorities. A key issue in its deal-
ings with this stakeholder group concerns expansion of the mobile network. Mobile data applica-
tions are becoming increasingly popular with customers. But while mobile communications are
clearly appreciated and widely used, acceptance of the required infrastructure is sometimes lack-
ing. Network expansion gives rise to tension because of the different interests at stake. Swisscom
has been engaged in dialogue with residents and local authorities for many years. Swisscom and
its competitors inthe Swiss mobile market have launched a dialogue model that guarantees heads
of local authorities regular information on network planning in their area and, in the case of con-
struction projects, gives them the opportunity to suggest suitable alternative locations. Swisscom
also liaises regularly with the public authorities in other areas: for example, it invites ICT heads of
the cantonal education authorities to an annual two-day seminar on the subject of “Internet for
Schools”. As a stakeholder group, public authorities expect Swisscom to act decisively in the way
it recognises its responsibility towards the public at large and towards young people in particular.

Legislators

Swisscomis required to deal with politicaland regulatoryissues, representing the company’sinter-
ests vis-a-vis political parties, public authorities and associations. Legislators expect compliance
from Swisscom.

Suppliers

Swisscom'’s procurement organisations regularly deal with suppliers and supplier relationships,
analysing the results of evaluations, formulating targets and reviewing performance. Once a year
they invite their main suppliers to the Key Supplier Day. The focus of the event is on risk reduction
and responsibility in the supply chain.

Media
Swisscom maintains close contact with the media — seven days a week. Its relationship with the
media is informed by professional journalistic principles.

Employees

Every two years Swisscom conducts an employee survey and also organises round-table discus-
sions with the employee representatives. Any employee who comes across irregularities in the
workplace is asked to report them to the Board of Directors’ Audit Committee, which acts as the
internal office responsible for handling whistle-blowing cases. Employee concerns mainly relate
to social partnership, training and development, diversity, health and safety at work.

Partners and NGOs

Swisscom believes in the importance of sharing insights and information with partners within
the framework of projects: for example, with the WWF Climate Group, the Swiss Child Protection
Foundationandorganisationsthataddressthe special needs of disadvantaged groups. Active part-
nerships and social and ecological commitment are especially relevant for this stakeholder group.
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Materiality/materiality matrix

The materiality matrix covers the key issues that are important to stakeholders and Swisscom and
illustrates where they fall within the company’s four strategic priorities in the area of corporate
responsibility. The matrix also denotes other issues that have an impact on Swisscom’s business
strategy.

Swisscom carefully monitors all of the issues in the matrix and handles them according to priority.
Those with the highest priority and of major relevance to both stakeholders and Swisscom are
positioned in the top right-hand box. Other issues such as noise, water protection, protection of
wild life and fauna, violence and population growth are important from an ecological and social
point of view but are not part of Swisscom’s core activities.

Theissues can be identified based on their relevance to Swisscom’s business strategy and the con-
cernsof stakeholders. They are examined and dealt with internally according tolevel ofimportance
and scope either by specialist departments or by those bodies that act as contact partners for the
respective stakeholders. The issues are also discussed by other bodies such as division manage-
ment, the Management Board of Swisscom Switzerland or the Group Executive Board. If necessary,
these bodies initiate appropriate measures.

The issues are arranged alphabetically within the boxes.

Swisscom materiality matrix 2012

Materiality for stakeholders

Basic service provision Corporate governance/compliance
Health and safety in the workplace Customer satisfaction
Sponsorship/partnerships Data protection
= Youth media protection Employee representation and union relations
g Energy consumption and CO,-emissions (infrastructure efficiency)
< Financial position and cash flows
g Legal and regulatory environment
Low-radiation communications technologies
Investments and network infrastructure
Payout policy and share performance
Revenues and results (turnover and EBITDA)
Corporate volunteering Eco-friendly offerings (products and services)
Diversity and age management Innovation and development
Ecological aspects of operations Personnel training and development
Promotion of start-ups/social entrepreneurship Promoting media competency
§ Responsibility in the supply chain
>
=
o

relevant

B Management commentary
W Corporate governance
B Corporate responsibility/annex

very relevant

Materiality for Swisscom



Market trend in telecom and IT services

Swiss telecommunication market

The Swiss telecommunication market is highly developed by international standards and charac-
terised by a wide range of voice and data communications services and ongoing innovation. Total
revenue volume is estimated at around CHF 17 billion. The telecommunication market is in a state
of transition as telecommunications, information, as well as media and entertainment (TIME)
increasingly converge. The rapid spread of smartphonesis changing customer needs. People nowa-
days can access the Internet from anywhere and at any time. Swisscom recognised this trend and
was one of the first telecom providers worldwide to introduce new mobile subscriptions which
allow customers to make unlimited phone calls to all networks, send text messages and browse
the Internet at flat rates. The individual subscriptions mainly differ in terms of mobile data speeds.
As smartphone penetration increases, so too does the volume of data and hence the load on net-
works. Swisscom is investing permanently in the network infrastructure of the future, in order to
keep pace with this development. Swisscom expanded its mobile frequency portfolio after partic-
ipating in an auction in February 2012. Swisscom is also tackling the constant growth in data by
continuously expanding the broadband network or deploying new technologies such as LTE. Back
in 2011, Swisscom launched bundled offerings combining different technologies: fixed telephony,
Internet, TV and mobile. Competition has continued to drive down prices. The Swiss telecoms mar-
ket can be broken down into submarkets of relevance to Swisscom: fixed-line, mobile, broadband
and digital TV.

Swisscom Switzerland access lines in thousand
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Fixed-line market N T
Fixed-line telephony is mainly based on lines running over the telephone network and lines run- §
ning over cable networks. The past few years have seen only marginal changes in market share.
Swisscom is market leader with 67%. Sunrise commands a market share of around 13%. The spread o
of mobile telephony in recent years has led to a rapid decline in the number of phone calls made s
over the fixed network. The number of Swisscom fixed lines has likewise been declining steadily. E
This trend continued in 2012, with the number of fixed lines falling by 3.4% to 3.0 million, mainly £
due to the substitution of fixed lines by mobile communications. By the end of 2012 unbundled E
lines totalled 300,000. g
&
Mobile communications market < -
Three companies operate their own nationwide mobile networks in Switzerland: Swisscom, =

Orange Switzerland and Sunrise. In February 2012, Orange Switzerland was sold by France Telecom
to the British company Apax. Sunrise was sold by its Danish parent TDC to Luxembourg-based
CVC Capital Partners back in 2010. Unlike in previous years, 2012 was marked by slower growth
of 2.4% in mobile lines (SIM cards) in Switzerland due to already high market penetration. The
three network operators have a total of around 9.9 million mobile lines, with penetration in
Switzerland at 124%. The technical possibilities of mobile communications are increasing due to
the rapid spread of smartphones. A growing number of customers access their data, e-mails and
Internet while on the move. The launch of the infinity tariffs marks a paradigm shift by Swisscom
that reflects customers’ changing needs. The monthly flat-rate subscription fee includes free
text messaging, voice and data traffic. Customers have full cost control. By the end of 2012,
889,000 customers were using the new infinity offerings. For occasional users of the mobile net-
work Swisscom offers prepaid services with no monthly subscription fee, so that they are charged
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only as and when they access the network. Machine-to-machine (M2M) mobile data traffic is
a growth market which in future will support a wide range of applications such as automatic local-
isation in the event of a vehicle breakdown. Swisscom makes its mobile communications network
available to third-party providers (MVNO, mobile virtual network operators) so that they can offer
their customers proprietary products and services over the Swisscom network.

Market shares mobile subscribers in Switzerland* in % Swisscom mobile access lines in thousand
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Swisscom defended its 62% market share in 2012. Switzerland boasts a much higher percentage
of postpaid customers (around 65%). As in previous years, prices for mobile services in 2012 con-
tinued to be squeezed by competition, resulting in a corresponding decline in average monthly
revenue per user.

Broadband market

The most widespread access technologies for fixed broadband in Switzerland are the telephone
network based on DSL and cable television networks. At the end of 2012, the number of retail
broadband lines in Switzerland totalled around 3.1 million, or around 89% of all households.
Switzerland therefore leads the way internationally in terms of market penetration of broadband
lines. Swisscom’s DSL offerings reach more than 98% of the Swiss population.

Market shares broadband access lines in Switzerland* in % Swisscom Broadband access lines in thousand
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Growth in broadband lines is slowing from year to year. In 2012 the number of broadband lines
grew by 5.0% versus 5.8% the previous year. In recent years growth in telephone-based DSL broad-
band lines has far outpaced broadband lines provided by cable network operators in recent years,
butinthe past yearthe trend has come to a halt. DSL broadband accounted for around half of new
linesin 2012, corresponding to a market share of all broadband lines of around 70%. Of these, 55%
(prioryear: 55%) were Swisscom end customers and 16% (prior year: 16%) wholesale offerings and
fully unbundled lines. Broadband lines are increasingly becoming the basic access line for house-
holds, through which customers can access additional services or bundled offerings.

Digital TV market

The importance and market penetration of digital television continues to grow. And with the pos-
sibility of 1.5 million users switching from analogue to digital television in future, the potential is
huge. The most important modes of transmission for digital television in Switzerland are satellite,
antenna (terrestrial), cable, Internet and mobile. Cable television, satellite reception and Swisscom TV
account forthe largest market shares. Roughly 85% of all households have an analogue or a digital



cable TV connection; of these, around 75% have a digital TV connection (status as of September
2012). With 791,000 digital TV customers, Swisscom is market leader in digital cable television only
six years after entering the business. Sunrise has been offering its own digital television services
since 2012.

Market shares digital TV in Switzerland* in % Swisscom TV subscribers in thousand
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After steadily increasing its market share over the past few years thanks to its own digital
Swisscom TV offering, Swisscom gained another 183,000 customers in 2012 and commanded a
share of 27% (prior year: 26%) by year-end. Swisscom TV offers over 200 television channels, some
2,000 videos on demand, exclusive live transmission of sporting events (mainly football and ice
hockey) and other practical features such as the replay feature (allowing viewers to watch missed
programmes up to 30 hours after transmission), live-pause, a recording function, picture-in-
picture, Swisscom TV apps for weather, news, photos, etc.,, and a TV guide. Thanks to a mobile app,
customers can access the services and schedule at any time while on the move. Swisscom TV is
available in a range of packages to meet all customer needs.

Italian broadband market

Italy’s broadband market is Europe’s fourth largest, with a revenue volume of around EUR 14 billion.
While in most European markets DSL-based providers compete with cable network operators, this
is not the case in Italy, where broadband penetration is well below the European average at just
over 50% of households. In 2012 the number of broadband lines in Italy rose by 2% to around 13.7
million. Fastweb increased the number of broadband lines year-on-year by 10.8% or 172,000 to
around 1.8 million, outperforming the competition in terms of new customers in 2012.
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Telecom lItalia leads the broadband market with a share of 52% (prior year: 51%), compared with
Fastweb’s 13% (prior year: 13%). Three integrated players dominate the market: Telecom lItalia,
Vodafone and Wind. Thanks to economies of scale, they are able to maintain a strong advertising
presence and build up a dense sales network. For service providers a permanent countrywide pres-
ence is becoming increasingly important, given the growing complexity of products and services
andtheincreasinglegal constraintsontelephonesales duetodata privacy considerations. Fastweb
has therefore decided to expand its own sales network by improving the efficiency of its dealer
structure and stepping up investment in its own sales outlets in major Italian cities.



IT services market in Switzerland

In 2012 the IT services market generated revenue volume of around CHF 6.6 billion. Swisscom esti-
mates a total market volumein 2015 of around CHF 7.3 billion. Growth prospects have been weak-
ening slightly. Cloud services and the off-shoring and near-shoring of services outside Switzerland
are experiencing growth.

International providers offering on-demand services (cloud computing) and service delivery from
low-wage countries (off-shoring) are fuelling competition and putting increased price pressure on
Swiss IT service providers. In the SAP area, growth opportunities are opening up in the field of
mobile services, business intelligence and SAP solutions for smaller customers. Swisscom IT
Services expects to see server and storage services increasingly being procured as a standardised
cloud service. In the workplace management segment, the use of tablets and other devices
normally associated with residential customers, coupled with the shift of functionality to central
data centres (cloud services), is changing the market.

Market shares IT services in Switzerland* in % Swisscom IT Services
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With a market share of 7%, Swisscom IT Services is one of the largest providers on the Swiss market.
Swisscom successfully defended its leadership position in the banking systems integration seg-
ment. Swisscom IT Services’ portfolio ranges from implementation and operation of IT solutions
forthe finance sector to the full hosting of back-office processes for banks (BPO). In the workplace
management segment, Swisscom manages complex work environments on behalf of customers.
Swisscom IT Services is a full-service provider in the area of SAP and IT outsourcing, including cloud
services.
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Group structure and organisation

Management structure in the 2012 financial year

The Group organisation is based on the following management structure: the Board of Directors
of Swisscom Ltd is responsible for overall management and for determining the Group’s strategic,
organisationaland budgetary principles. It delegates day-to-day business management tothe CEO
of Swisscom Ltd who, together with the heads of the Group divisions, the CEO of Swisscom IT
Services and the heads of the divisions of Swisscom Switzerland, make up the Group Executive
Board. Swisscom’s financial reporting focuses on three operating divisions: Swisscom Switzerland,
Fastweb and other operating segments. Swisscom Switzerland is subdivided into the Residential
Customers, Small and Medium-Sized Enterprises, Corporate Business, Wholesale and Network &
IToperating segments. Swisscom Switzerland is the contact partner for telecoms and data services
in Switzerland and Fastweb in Italy. Swisscom IT Services supports corporate customers in all
IT-related matters.

Group structure

Swisscom Ltd and its four Group divisions, Group Finance & Controlling (from 2013 Group Business
Steering), Group Strategy & Business Development (from 2013 Group Strategy & Innovation),
Group Communications (from 2013 Group Communication & Responsibility) and Group Human
Resources, together with its subsidiaries, make up the Swisscom Group. The shares of Swisscom Ltd
are listed on the SIX Swiss Exchange in Zurich and are also traded over the counter (OTC) in the
form of Level 1 American Depositary Receipts (ADR). The majority shareholder at 31 December
2012 was the Swiss Confederation, with a share of 56.8% of the voting rights and capital.

As at 31 December 2012, 22 Swiss subsidiaries (prior year: 27) and 32 foreign subsidiaries (prior
year: 31) are fully consolidated in Swisscom’s consolidated financial statements. In addition, nine
associates (prior year: ten) are included according to the equity method. In the year under review,
Swisscom acquired Datasport AG and Treufida GmbH as well as a minority stake in Metroweb S.p.A.
in Italy and sold Athon SA. The following companies were merged in 2012: Webcall GmbH with
Axept AG; Hospitality Services Plus SA, curabill AG and Evita AG with Swisscom (Switzerland) Ltd;
and Swisscom IT Services Enterprise Solutions Ltd, Swisscom IT Services Finance Ltd and Swisscom
IT Services Workplace Ltd with Swisscom IT Services Ltd.

Swisscom Ltd holds direct shareholdings in Swisscom (Switzerland) Ltd, Swisscom IT Services Ltd,
Swisscom Broadcast Ltd and Swisscom Real Estate Ltd. Fastweb S.p.A. (Fastweb) is indirectly held
via Swisscom (Switzerland) Ltd and intermediate companies in Belgium and Italy. While Swisscom
Participations (from 2013 Group Related Business) does not constitute a legal entity, it is respon-
sible for managing a portfolio of small and medium-sized enterprises. Swisscom and PubliGroupe
have reciprocal interests of 49% each in LTV Yellow Pages Ltd and Swisscom Directories Ltd.

Change in management structure from 1 January 2013

From 1January 2013 Swisscom will simplify its management structure with the aim of strength-
ening the Group’s Swiss business and enhancing efficiency. In a move to strengthen Swiss core
business in the face of ever-growing competition, the Swisscom Switzerland Management Board
will be headed by Urs Schaeppi, until now Head of Corporate Business. In addition the Group
Executive Board is to be streamlined. From 2013, the Group Executive Board will comprise
CEOCarsten Schloter; Urs Schaeppi (Swisscom Switzerland); Andreas Konig (Swisscom IT Services);
Mario Rossi (Group Business Steering); Jirgen Galler (Group Strategy & Innovation); and Hans
Werner (Group Human Resources).
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Swisscom Switzerland comprises the operating segments Residential Customers, Small and Medium-Sized
Enterprises, Corporate Business, Wholesale and Network & IT.

Swisscom IT Services Ltd has subsidiaries in Austria and Singapore.

Sicap Ltd has subsidiaries in France, Malaysia, Singapore and South Africa.

Hospitality Services has subsidiaries in Austria, Belgium, Denmark, Finland, France,
Germany, Hong Kong, Italy, Luxembourg, the Netherlands, in Norway, Portugal,
Romania, Russia, Spain, Turkey, the UK and USA.

Venturing Participations comprises the fully consolidated company Mona Lisa Capital AG.

Group
Headquarters

> Swisscom Ltd

> Worklink AG

> Swisscom
Belgium N.V.

> Swisscom
Re AG

> Swisscom
Italia S.rl.

The scope of the sustainability report in accordance with the Global Reporting Initiative (GRI) cov-
ers Swisscom Ltd and all fully consolidated subsidiaries domiciled in Switzerland. It does not cover
Group companies domiciled abroad or associates. The main foreign shareholdings are Fastweb
and the Swisscom Hospitality Group. The closely related foundations comPlan (pension fund) and
sovis are also not included in the scope. Any deviation of the GRI reporting boundary from the
above definition is duly reported.



Guiding principles

Swisscom — we open up new possibilities
Our promise

As a trustworthy companion to the digital world, we help our customers
> feel secure and at ease

> find what they're looking for quickly and simply

> experience and achieve extraordinary things

Our strategic roles

The most trustworthy and reliable ICT infrastructure
We provide our customers with the most reliable ICT infrastructure that can be adapted quickly
and flexibly to changing needs. We give our customers access wherever they need and expect it.

Leaders in identity, data and security management
We are recognised experts in the secure handling of data and virtual identities.
Our customers feel protected from risks and dangers.

Personalised, proactive, value-generating customer interactions
We offer our customers bespoke products and services that simplify and enrich their lives.
We are there where our customers need us.

Leaders in Corporate Responsibility
We act responsibly at all times and in everything we do and have a special
responsibility towards our environment, our society and Switzerland.

Our goals
Winning hearts

We delight our customers with unique experiences.
Swisscom is one of Switzerland’s favourite brands.

o _
Making things simple o
We offer our customers maximum benefit and a service that is constantly
being improved. We achieve sustainable success through focus and effectiveness. o
5
Shaping the future E
We promote innovations that promise added value both for customers and Swisscom. £
We combine the best ideas and drive forward projects that offer future potential. E
g
g)n
Our principles % -
=

Passionate about customers
We surprise our customers, convey enjoyment and inspire by providing first-class service.

Heart and soul
We put heart and soul into shaping our own inspirational working environment.

Business environment, strategy and organisation

Dialogue and cooperation
We work together to shape the future and learn from one another.

Focus on the essentials
We keep improving and remain focused.



Corporate strategy

While Swisscom commands a leading position in the mobile, fixed and broadband submarkets in
Switzerland, these markets are largely saturated. Intense competition and changing customer
needs continue to erode prices and volumes. In network access business, competition is acceler-
ating due to unbundling of the local loop, cable providers offering higher bandwidths and bundled
products, and fibre-optic initiatives by power utility companies. Moreover, service offerings are
increasingly being provided on a network-independent basis and by new market players. The
resulting lower revenue and income need to be offset in order to ensure the financial resources
needed to make major investments in new technologies.

Swisscom’s corporate responsibility strategy (CR strategy) underpins Swisscom’s long-term com-
mitment and is broken down into the following four key areas: “Enabling sustainable living and
working”, “Promoting sustainable use of resources”, “Providing telecommunications for all” and
“Actingas aresponsible employer”.By minimising the consumption of energy and resources within
the Group, using electricity generated from renewable sources, imposing ecological and social
standards on suppliers and acting as a responsible employer, Swisscom honours its responsibility
towards the environment and the community at large. Swisscom supports customers in their
efforts to achieve a sustainable way of living and working by offering climate-friendly, low-radia-
tion productsand services for residential customersand Green ICT services for business customers.

» o«

Swisscom'’s corporate strategy is based on three pillars: “Maximise”, “Extend” and “Expand”.

Maximise Extend Expand

Grow Develop core- Leverage growth

market position related opportunities in

in Swiss core businesses in new business fields

business Switzerland within Switzerland
or abroad

1. Maximise existing core business

For Swisscom, maximising existing core business means strengthening its competitive position
in Switzerland by maintaining high network quality, strong customer ties, a clear market position-
ing and cost-efficient services.

To set Swisscom Switzerland apart from the competition and generate value, substantial invest-
ments are necessary to maintain the quality of the network infrastructure —and in particular to
expand the fibre-optic network and the mobile network. These high investments will further
improve network quality and, along with superior services and a strong brand, ensure that
Swisscom continues to command a high market share. By developing its service culture further,
Swisscom aims to increase the already high level of customer loyalty. A clear market positioning
forms the basis for Swisscom’s ability to exploit new opportunities in its core business. To remain
differentiated in the marketplace, Swisscom is continuing to develop its strategy of offering bun-
dled products and future-oriented price plans such as the successful natel infinity subscriptions
launched in 2012. Traditional usage-based revenues from services like text messaging and teleph-
onyare beingincorporated in new subscription models, leading to a change in the business model.
In the corporate business segment, reliability, quality and flexibility make Swisscom the partner
of choiceinthefield of communication and collaboration services. Continuous improvements such
as migration to an all-IP infrastructure or programmes which reduce internal costs and optimise
decision making, will ensure that Swisscom can continue to provide cost-effective services in its
core business.Asaninternal service provider, Swisscom IT Services supports Swisscom Switzerland
by helping to reduce IT costs and by delivering flexible services. Swisscom Participations also
supports Swisscom Switzerland in its bid to generate further efficiency gains in the areas of
fibre-optic expansion and real estate management.



2. Extend current core business

Swisscom is extending its current core business by offering customers a broad range of informa-
tion and communication services. To this end it is continually developing its business activities in
telecoms, informatics, media and entertainment along the entire value chain.

In Switzerland the switch from analogue to digital television is in full swing. Swisscom has been
market leader in the digital TV market in Switzerland since 2011, and successfully expanded this
positionin2012.Itaimstofurtherimprovethe competitiveness of Swisscom TV and ensure market
differentiation through systematic, targeted continual development of its digital TV offering. In
the corporate business segment Swisscom intends to ensure the growth of Swisscom Switzerland
and Swisscom IT Services by extending the service portfolio and expanding activities in commu-
nication and collaboration solutions and in the area of cloud services. Cloud services enable cus-
tomers to improve their efficiency and cost structure through the flexible procurement of IT infra-
structure services. Unified communication and collaboration solutions allow corporate customers
to save costs by optimising their communication processes. One growth area is machine-to-
machine communication (M2M communication), where Swisscom estimates that over the long
term more than 100 million machines will be interconnected via the mobile network in Switzer-
land. In addition, continuous improvement and harmonisation of operating processes and cus-
tomer focus will further enhance the competitiveness and profitability of Swisscom Switzerland
and Swisscom IT Services. Swisscom intends to generate further Group-wide synergies and
improve coordination of market access by exploiting the potential for optimisation across individ-
ual business units. Swisscom Participations is also pursuing targeted growth activities, focusing
in the “eHealth” field on networking and all-round health management while at the same time
developing an interactive monitoring solution for private households in the growing area of
“Smart & Secure Living”.

3. Expand outside core business

Swisscom seeks to recognise and substantiate growth opportunities outside its core business in
Switzerland, based on industrial and strategic logic. To promote growth in new business fields
Swisscom is concentrating on developing new services along the extended value chain. In existing
activities, successful further development and consolidation of Fastweb has top priority.

The acquisition of Fastweb in 2007 marked Swisscom’s entry into the Italian broadband market.
Since March 2011 Swisscom has been the sole owner of Fastweb and has gained strategic and
operational flexibility thanks to this full takeover. The difficult economic situation and reduced
growth prospects in Italy resulted in an adjustment to the business plan at the end of 2011.
Fastweb is seeking profitability and growth based on a proprietary, state-of-the-art fibre-optic
infrastructure, a strong position inthe corporate business segment, an innovative service portfolio,
outstanding project management and integration expertise, and high customer satisfaction.
Fastweb will continue to invest in fibre-optic expansion over the coming years in order to boost
competitiveness. Strict cost management will also improve cash flow.

Major investments in shareholdings are strategically restricted to the two core markets of Switzer-
land and Italy. At the same time Swisscom is making targeted investments with a view to further
expanding existing participations: for example in Swisscom Hospitality Services, a company that
provides access and TV services for hotel chains and their guests. Swisscom Hospitality Services
is looking to greater further differentiation by offering new services while continuing to expand
its geographical reach and improve efficiency. Swisscom also invests small amounts in venture
capital funds as well as directly in start-up companies, in order to identify new technologies and
business ideas early on and promote innovation.
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Value-oriented business management

Key performance indicators for planning and managing the company’s cash flows are operating
income before depreciation and amortisation (EBITDA) and capital expenditure on property, plant
andequipmentandintangible assets. EBITDAis driven mainly by revenue and margins. Swisscom’s
remuneration system is tied to value generation via variable performance-related components.
The variable performance-related component is based, among other things, on financial targets
such as net revenue, EBITDA margin and operating free cash flow as well as on the non-financial
target of customer satisfaction.

Enterprise value

In CHF million, except where indicated 31.12.2012 31.12.2011
Enterprise value

Market capitalisation 20,400 18,436
Net debt 8,071 8,309
Non-controlling interests in subsidiary companies 24 24
Enterprise value (EV) 28,495 26,769
Operating income before depreciation and amortisation (EBITDA) 4,381 4,584
Ratio enterprise value/EBITDA 6.5 5.8

The sum of market capitalisation, net debt and minority interests in subsidiaries is the enterprise
value (EV) derived from the share price. Minority interests are stated at carrying amount. Higher
market capitalisation and lower net debt increased the enterprise value year-on-year by 6.4% to
CHF 28.5 billion. The enterprise value/EBITDA ratiois a key figure used in relative comparisons with
other companies in the sector. With a factor of 6.5 (prior year: 5.8), Swisscom is above the average
for Europe’s former state telecom companies. A lower interest rate, lower average tax rates and a
solid market position make a significant contribution to this higher factor.



Statement of added value

Added value is equivalent to net revenue less goods and services purchased, other operating
expenses and depreciation and amortisation. Personnel expense is treated as use of added value
rather than as an intermediate input. Swisscom generates the bulk of its added value in Switzer-
land. In 2012 activities abroad accounted for 2.7% of the Group’s added value from operations
(prior year: 3.5%).

2012 2011
In CHF million Switzerland Abroad Total | Switzerland Abroad Total
Added value

Net revenue 9,268 2,116 11,384 9,243 2,224 11,467
Capitalised self-constructed assets and other income (278) (95) (373) (273) (147) (420)
Goods and services purchased 1,678 721 2,399 1,611 791 2,402

Other operating expenses 1,764 632 2,396 1,727 661 2,388

Depreciation 1,227 723 1,950 1,168 735 1,903

Indermediate inputs 4,391 1,981 6,372 4,233 2,040 6,273

Operating added value 4,877 135 5,012 5,010 184 5,194
Share of results of associates 32 30

Impairment losses on goodwill - (1,555)
Other financial result (43) (37)
Total added value 5,001 3,632

Allocation of added value

Employees (personnel costs) 2,312 269 2,581 2,214 299 2,513

Authorities (income taxes) 405 151

Shareholders (dividends) 1,154 1,095

External investors (net interest expense) 253 274

Company (retained earnings) 608 (401)
Total added value 5,001 3,632

In 2012 added value from operations amounted to around CHF 5.0 billion, 3.5% less than in 2011.

Added value in Switzerland declined year-on-year by 2.7% to CHF 4,877 million, while added value E o
frominternational activities fell by CHF 49 million to CHF 135 million. Added value from operations ©
in Switzerland accounted for 52.6% of net revenue (prior year: 54.2%).
Most of the value-generating activities in Switzerland are performed by Swisscom'’s 16,300 or so o
employees. In 2012 added value from operations per FTE declined by 2.6% to CHF 297,000 (prior &2
year: CHF 305,000). Personnel expense in relation to added value in Switzerland increased from E g
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Capital market

Swisscom’s shares are listed on the SIX Swiss Exchange.
The Group’s creditworthiness is regularly assessed by
international rating agencies.

Swisscom share

Swisscom’s market capitalisation at 31 December 2012 stood at CHF 20.4 billion, with 51.8 million
shares outstanding. The par value per registered share is CHF 1. Each share entitles the holder to
one vote. Voting rights can only be exercised if the shareholder has been entered with voting rights
inthe share register of Swisscom Ltd. The Board of Directors may refuse to enter a shareholder with
voting rights in the share register if such voting rights exceed 5% of the company’s share capital.

Ownership structure

31.12.2012 31.12.2011

Number of Number of Share Number of Number of Share

Shareholders Shares in% Shareholders Shares in%

Confederation 1 29,410,500 56.8% 1 29,494,000 56.9%
Natural person 65,591 4,624,627 8.9% 62,404 4,230,435 8.2%
Institution 2,653 17,766,816 34.3% 2,717 18,077,508 34.9%
Total 68,245 51,801,943 100.0% 65,122 51,801,943 100.0%

The majority shareholder at 31 December 2012 was the Swiss Confederation, with 56.8% of the voting
rights and capital. By law the Swiss Confederation is required to hold a majority of the capital and
voting rights. At 31 December 2012 around 97% of registered shareholders were from Switzerland.

Stock exchanges
Swisscom shares are listed on the SIX Swiss Exchange under the symbol SCMN (Securities

No.874251).Inthe United States they are traded in the form of American Depositary Receipts (ADR)
at a ratio of 1:10 (Over The Counter, Level =1) under the symbol SCMWY (Pink Sheet No. 69769).



Share performance in 2012

Share performance 2012 in CHF
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The Swiss Market Index (SMI) gained 14.9% compared with the previous year. The Swisscom share
©  priceincreased by 10.7%to CHF 393.80, outperforming the Stoxx Europe 600 Telecommunications
se¢ |ndex (—11.4% in CHF; =10.7% in EUR). Average daily trading volume fell year-on-year by 9.5% to

www.swisscom.ch/

shareprice 100,033 shares. Total trading volume of Swisscom shares in 2012 amounted to CHF 9.2 billion.

Shareholder return in 2012

On 13 April 2012 Swisscom paid outan ordinary dividend of CHF 22 per share. Based on the closing
priceattheend of 2011, this equates to a return of 6.2%. Taking into account the rise in share price,
the Swisscom share achieved a TSR (total shareholder return) of 16.8% in 2012, while the TSR of
the SMI was 17.6% and the Stoxx Europe 600 Telecommunications Index was —4.8% in CHF or —
4.0% in EUR.

Swisscom share performance indicators

2008 2009 2010 2011 2012
Par value per share at end of year CHF 1.00 1.00 1.00 1.00 1.00
Number of issued shares at end of period in thousand 53,441 51,802 51,802 51,802 51,802
Market capitalisation at end of year in CHF million 17,587 20,491 21,296 18,436 20,400
Closing price at end of period CHF 339.50 395.60 411.10 355.90 393.80
Closing price highest CHF 442.75 400.90 420.80 433.50 400.00
Closing price lowest CHF 292.00 293.50 358.00 323.10 334.40
Earnings per share CHF 33.87 37.47 35.00 13.19 33.88
Ordinary dividend per share CHF 19.00 20.00 21.00 22.00 22.00*
Ratio payout/earnings per share % 56.10 53.38 60.00 166.85 64.94
Equity per share at end of year CHF 85.33 11391 102.89 82.47 79.77

* In accordance with the proposal of the Board of Directors to the Annual General Meeting.
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Distribution to shareholders

At the forthcoming Annual General Meeting on 4 April 2013 the Board of Directors will propose
an ordinary dividend of CHF 22 per share (prior year: CHF 22). This is equivalent to a total dividend
payout of CHF 1,140 million.

Development of payout in CHF million
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Since going public in 1998 Swisscom has distributed a total of CHF 25.0 billion to shareholders:
CHF 13.0 billion in dividend payments, CHF 1.6 billion in capital reductions and CHF 10.4 billion
in share buybacks. Swisscom has paid out a total of CHF 257 per share since the initial public offer-
ing. Together with the overall increase in share price of CHF 53.80 per share, this corresponds to
an average annual total return of 4.7%.

Analysts’ recommendations

Investment specialists analyse Swisscom’s business performance, results and market situation on
an ongoing basis. Their findings and recommendations offer valuable indicators for investors.
Around 20 analysts regularly publish studies on Swisscom. At the end of 2012 42% of analysts rec-
ommended a buy rating for the Swisscom share, 37% a hold rating and 21% a sell rating. The aver-
age price target at 31 December 2012 according to the analysts'estimates was CHF 405.



Indebtedness

Credit ratings and financing

With A (stable) and A2 (stable) respectively, Swisscom enjoys good ratings with the Standard & Poor’s
and Moody’s rating agencies. To avoid structural downgrading, Swisscom endeavours to raise
financing at the level of Swisscom Ltd. Swisscom aims for a broadly diversified debt portfolio, taking
particular care to balance maturities and spread financing instruments and financial markets.
Swisscom has set itself the goal of achieving a maximum ratio of net debt to EBITDA of around 2.
Swisscom’s solid financial standing enabled unrestricted access to money and capital markets also
in 2012. Net debt fell by CHF 0.2 billion to CHF 8.1 billion, corresponding to a net debt/EBITDA
ratio of 1.8. Around 90% of financial liabilities have a term to maturity of more than one year. At
31 December 2012 financial liabilities with a term of one year or less amounted to CHF 0.9 billion.

Ongoing dialogue with the capital market

Swisscom pursues an open and ongoing information policy vis-a-vis the general public and the
capital markets. It publishes comprehensive financial information on a quarterly basis. Swisscom
also meets investors regularly throughout the year, presents its financial results at analysts’ meet-
ings and road shows, attends expert conferences for financial analysts and investors, and keeps its
shareholders regularly informed about its business through press releases and shareholder letters.

Financial calendar

> 4 April 2013 Annual General Meeting
> 8April 2013 Ex-dividend

> 11 April 2013 Dividend payment

> 2 May 2013 First-quarter results 2013
> 7 August 2013 Half-year results 2013

> 7 November 2013 Third-quarter results 2013
> February 2014 Annual results 2013
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Employees

Overall headcount at Swisscom declined by 547 FTEs year-on-year,
with the number of full-time positions in Switzerland decreasing
by 359.

Headcount

At the end of 2012 Swisscom had 19,514 full-time equivalent employees (FTEs), of which 16,269
or 83.4%, of the total workforce were employed in Switzerland (prior year: 82.9%). Swisscom also
trains 907 apprentices. The following chart shows a breakdown of full-time equivalent positions

by segment:

31.12.2010 31.12.2011 31.12.2012
Full-time equivalent employees at end of year
Residential Customers 4,607 4,683 4,371
Small and Medium-Sized Enterprises 733 824 831
Corporate Business 2,312 2,404 2,393
Wholesale 100 110 111
Networks & IT 3,964 4,075 4121
Swisscom Switzerland 11,716 12,096 11,827
Fastweb 3,123 3,081 2,893
Swisscom IT Services 2,858 2,895 2,692
Swisscom Participations 1,241 1,363 1,498
Swisscom Hospitality Services 263 257 264
Other 6 - -
Other operating segments 4,368 4,515 4,454
Group Headquarters 340 369 340
Total Group 19,547 20,061 19,514
Thereof employees in Switzerland 16,057 16,628 16,269

Headcount decreased year-on-year by 547 full-time equivalents or 2.7%to 19,514. While efficiency
improvement measures and the outsourcing of staff at Fastweb led to an overall drop in head-
count, this was partially offset by the insourcing of external personnel, acquisition of subsidiaries
and an increase in the resources required for investments in telecoms infrastructure.

Employees in Switzerland on fixed-term contracts accounted for 0.4% of the workforce in 2012
(prior year: 0.3%). Part-time employees made up 13.7% (prior year: 13.4%), an increase of 16 FTEs
compared with 2011. Termination of employment by employees in Switzerland amounted to 6.3%
of the workforce (prior year: 6.0%).



Development of headcount in full-time equivalent
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Personnel expense
In CHF million 2012 2011 Change
Salary and wage costs 2,058 2,053 0.2%
Social security expenses 222 227 —2.2%
Pension cost 158 141 12.1%
Restructuring costs 68 - -
Other personnel expenses 75 92 -18.5%
Total personnel expense 2,581 2,513 2.7%
Thereof personnel expense in Switzerland 2,312 2,214 4.4%
Thereof personnel expense in Italy 233 264 -11.7%
Thereof personnel expense in other countries 36 35 2.9%
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Personnel expense of Swisscom in the year under review amounted to CHF 2,581 million, with
employees in Switzerland accounting for CHF 2,312 million or 89.6% of the total.

Employment law framework

Introduction

The following information applies to Swisscom in Switzerland: Swisscom is one of the largest
employers in Switzerland, with around 17,200 employees. The legal terms and conditions of
employmentin Switzerland are based on the Swiss Code of Obligations. The collectiveemployment
agreement (CEA) sets out the key terms and conditions of employment between Swisscom and
its employees. It also contains provisions governing relations between Swisscom and its social
partners. In mid-June 2012 Swisscom and its social partners entered into negotiations aimed at
further developing the collective employment agreement and social plan. A new CEA was agreed,
improving on the already very good terms and conditions of the previous agreement. The new CEA
and social plan enter into force on 1 January 2013. Swisscom IT Services and cablex AG, which
operate in a special market and competitive environment, will have their own CEA. At the end of
December2012,13,593 FTEs or 84.1% of the workforce were covered by the collective employment
agreement.

General terms and conditions of employment which exceed the minimum standard defined by
the Code of Obligations are governed by the special provisions for Swisscom management staff
in Switzerland.
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Employee representation and union relations

Swisscom is committed to fostering constructive dialogue with its social partners (syndicom and
transfair unions) as well as the employee associations (employee representatives). The collective
employment agreement (CEA) and the social plan are good examples of fair, consensual solutions.
In the event of important operational changes, Swisscom involves the social partners and
employee associations at an early stage. The CEA grants employee representatives rights of co-
determinationinanumberofareas. These rights are exercised by the employee association, whose
members are elected by Swisscom employees in general and free elections. Two employee repre-
sentatives from the unions also sit on the Board of Directors of Swisscom Ltd.

Collective employment agreement

The working week for employees covered by the CEA is 40 hours. Five weeks” annual leave (six
weeks from age 60), 16 weeks’ maternity leave and ten days’ paternity leave are also among the
progressive fringe benefits defined by the CEA. Employees also enjoy an additional week of paid
leave after five years of service. Swisscom pays a child and education allowance which in most
casesisabove the statutory cantonalallowance, and grants leave on special family-related grounds
such as adoption leave. In the case of incapacity to work due to illness or accident, Swisscom con-
tinues to pay the employee’s salary for 730 days: 100% in the first year and 80% in the second. On
1January 2013 a new CEA entered into effect with partial adjustments to benefits and regulations
aimed at strengthening the marketability of employees.

Working-hour models

Swisscom promotes the work-life balance of its employees, offering working conditions that
enable those working full-time and part-time to balance their personal and professional lives. This
is made possible by the following measures: flexible working hours (the standard model used by
a majority of employees), variable working-hour models such as annual working hours, a long-
term working-time account and alternating teleworking. Employees may also work from home
with the consent of their line manager. This option is used by many employees and is becoming
increasingly simpler thanks to tools such as Unified Communications & Collaboration (UCC).

Social plan

Swisscom'’s social plan sets out the benefits provided to employees covered by the collective
employment agreement CEA who are affected by redundancy. Responsibility for implementing
the social plan lies with Worklink AG, a wholly owned subsidiary of Swisscom. Worklink AG opens
up new prospects for Swisscom employees affected by job cuts, by providing them with advice
and support in their search for new employment outside the company or arranging temporary
externalorinternal placements. The success rate is high, with around 48.5% of employees affected
in 2012 finding another job prior to expiry of the social plan programme.

Swisscom also operates special employment schemes (phased partial retirement, temporary
deployment in similar areas of expertise) in line with its commitment to providing fair solutions
for older employees affected by changes in skill set requirements or redundancy. The pension plan
offers employees opting for early retirement (from age 58) financial support in the form of a bridg-
ing pension until they reach the statutory retirement age.

The new social plan that enters into force on 1 January 2013 continues to offer very good benefits
in the case of redundancy, as well as an increased focus on helping employees improve their mar-
ketability through further training measures.



0

See report
page 138

Employee remuneration

Salary system

Competitive pay packages help to attract and retain highly-skilled and motivated specialists and
managerial staff. Swisscom’s salary system comprises a basic salary, a variable performance-
related component and bonuses. The basic salary is determined based on function, individual per-
formance and the job market, while the variable component is dependent on achievement of the
Swisscom Group’s overarching targets and individual business segment or division targets. The
targets primarily relate to key financial indicators and improvement in customer satisfaction.
Swisscom'’s share bonus rewards selected employees who have been nominated for outstanding
individual achievements. The salary system and terms and conditions of employment for man-
agement staff comply with the recommendations of economiesuisse on the “Swiss Code of Best
Practice in Corporate Governance”. Details on remuneration for members of the Group Executive
Board are provided in the remuneration report.

Minimum wage

Thereis no legally defined minimum wage in Switzerland. Instead, this is negotiated by the social
partners in the context of collective employment agreements. Swisscom complies with the CEA-
defined minimum wage of CHF 45,500 (for a 40-hour week or 2,080 hours per year). Swisscom is
present throughout Switzerland and the various locations differ little in terms of defining salaries.
Astudy of starting salaries forthe youngest employees (uptoage 21) at the widely-applied starting
function level found that the average hourly pay for this category is CHF 26.90 for men and women:
23% above the minimum wage rate.

Pay round

In November 2011 Swisscom and the social partners signed a new pay round agreement for the
years 2012 and 2013, as a result of which Swisscom (with the exception of Swisscom IT Services)
increased the total salary payout in 2012 in Switzerland by 1.2%, while the general increase for
employees covered by the CEA amounted to 0.8%. Individual adjustments depending on perform-
ance and current salary level accounted for a further 0.4%. Individual management salaries were
adjusted by a total of 1.1%. Swisscom (excluding Swisscom IT Services) will raise the total salary
payout foremployees covered bythe CEAin 2013 by a further1.2% (again 0.8% as a general increase
and 0.4% reserved for individual salary adjustments).

A separate agreement was reached for Swisscom IT Services to reflect the market environment
and competitive situation specific to the IT market. Accordingly, no salary increases were awarded
to Swisscom IT Services in 2012, while for 2013 employees covered by the CEA will be granted
a general increase of 0.8%.

44|45

Management commentary

Employees




Group financial review

Key financial figures

In CHF million, except where indicated 2012 2011 Change
Net revenue 11,384 11,467 —0.7%
Operating income before depreciation and amortisation (EBITDA) 4,381 4,584 -4.4%
EBITDA as % of net revenue 38.5 40.0

Operating income (EBIT) before impairment losses on goodwill 2,431 2,681 -9.3%
Operating income (EBIT) 2,431 1,126 115.9%
Net income 1,762 694 153.9%
Share of net income attributable to equity holders

of Swisscom Ltd 1,755 683 157.0%
Earnings per share (in CHF) 33.88 13.19 157.0%
Operating free cash flow 1,882 2,068 —9.0%
Capital expenditure in property, plant and equipment and other intangible assets 2,529 2,095 20.7%
Net debt at end of period 8,071 8,309 —2.9%
Full-time equivalent employees at end of year 19,514 20,061 —2.7%

Development of revenue from
external customers in CHF million
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* Including expenses of CHF 360 million for mobile
frequency.

Development of EBITDA in CHF million
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Summary

Swisscom'’s net revenue fell by CHF 83 million or 0.7% to CHF 11,384 million, while operating
income before depreciation and amortisation (EBITDA) was CHF 203 million or 4.4% lower at
CHF 4,381 million. On a like-for-like basis and at constant exchange rates, revenue was up 0.3%
and EBITDA down 0.6% year-on-year. The CHF 1,068 million increase in net income to CHF 1,762
million is largely attributable to the one-off impairment loss on the carrying amount of Fastweb
in the previous year, which reduced net income in 2011 by around CHF 1.2 billion. An unchanged
dividend of CHF 22 per share is to be proposed at the forthcoming Annual General Meeting. This
equates a total dividend of CHF 1,140 million and a dividend yield of 5.6% based on the year-end
share price of 2012.

Net revenue generated by Swiss business increased by CHF 25 million or 0.3% to CHF 9,268 million,
while EBITDA was CHF 177 million or 4.5% lower at CHF 3,768 million. Price erosion in Swiss busi-
ness of around CHF 400 million was offset by customer and volume growth. After adjustment for
one-offadditional restructuring costs and pension costs not affecting cash flow, EBITDA generated
by Swiss business declined by 2.1%. Excluding wholesale revenue from interconnection services
(hubbing), Fastweb’s net revenue increased in local currency by EUR 8 million or 0.5% to EUR 1,613
million while its low-margin hubbing revenue fell as planned by EUR 54 million to EUR 87 million.
Excluding non-recurring income from the previous year of EUR 56 million, Fastweb increased
EBITDA by EUR 50 million or 11.1% to EUR 500 million.

Capital expenditure and operating free cash flow for 2012 include expenses of CHF 360 million
for the mobile frequencies auctioned in Switzerland in the first quarter of 2012. This led to a cor-
responding increase in capital expenditure of CHF 434 million or 20.7% to CHF 2,529 million and
to a decline in operating free cash flow of CHF 186 million or 9.0% to CHF 1,882 million. Capital
expenditure in Switzerland was CHF 457 million or 29.7% higher at CHF 1,994 million due to expan-
sion of the broadband network and the mobile frequencies acquired by auction. Net debt fell by
CHF 238 million or 2.9% to CHF 8,071 million compared to the end of 2011. The ratio of net debt
to EBITDA remained unchanged at 1.8.

Headcount dropped by 547 FTEs or 2.7% to 19,514 FTEs year-on-year due to efficiency improve-
ments and the outsourcing of network maintenance jobs at Fastweb. In Switzerland headcount
fell by 359 FTEs or 2.2% to 16,269, mainly as a result of efficiency improvements at Swisscom
Switzerland.

Swisscom expects to close 2013 with net revenue of around CHF 11.3 billion, EBITDA of at least
CHF 4.25 billion and capital expenditure of around CHF 2.4 billion. Assuming all 2013 targets are
met, Swisscom plans again to propose a dividend of CHF 22 per share at the 2014 Annual General
Meeting.
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Results of operations

Income statement

In CHF million, except where indicated 2012 2011 Change
Swisscom Switzerland 8,407 8,396 0.1%
Fastweb 2,040 2,141 —4.7%
Other operating segments 936 929 0.8%
Group Headquarters 1 1 -
Revenue from external customers 11,384 11,467 -0.7%
Swisscom Switzerland 3,612 3,778 —4.4%
Fastweb 602 623 -3.4%
Other operating segments 277 334 -17.1%
Group Headquarters and elimination (110) (151) —27.2%
Operating income before depreciation and amortisation (EBITDA) 4,381 4,584 -4.4%
Net revenue 11,384 11,467 -0.7%
Goods and services purchased (2,399) (2,402) -0.1%
Personnel expense (2,581) (2,513) 2.7%
Other operating expense (2,396) (2,388) 0.3%
Capitalised self-constructed assets and other income 373 420 -11.2%
Operating expenses (7,003) (6,883) 1.7%
Operating income before depreciation and amortisation (EBITDA) 4,381 4,584 -4.4%
Depreciation and amortisation (1,950) (1,903) 2.5%
Operating income (EBIT) before impairment losses on goodwill 2,431 2,681 -9.3%
Impairment losses on goodwill - (1,555) -
Operating income (EBIT) 2,431 1,126 115.9%
Financial income and financial expense, net (296) (3112) —4.8%
Share of results of associates 32 30 6.7%
Income before income taxes 2,167 845 156.4%
Income tax expense (405) (151) 168.2%
Net income 1,762 694 153.9%
Share of net income attributable to equity holders
of Swisscom Ltd 1,755 683 157.0%
Share of net income attributable to non-controlling interests 7 11 -
Average number of shares outstanding (in millions of shares) 51.801 51.801 -
Earnings per share (in CHF) 33.88 13.19 157.0%
Share of operating segments in net revenue in % Share of operating segments in EBITDA in %
8% 4%
Others Others
18% 14%
Fastweb Fastweb
74% ' 82%
Swisscom Swisscom
Switzerland Switzerland




Net revenue

Swisscom’s net revenue fell by CHF 83 million or 0.7% to CHF 11,384 million. On a like-for-like basis
and at constant exchange rates, net revenue increased by 0.3%. At Swisscom Switzerland revenue
generated from external customers increased by CHF 11 million or 0.1% to CHF 8,407 million. Price
erosion of around CHF 400 million was offset by customer and volume growth. Fastweb’s net rev-
enue contracted by 2.6% in local currency to EUR 1,700 million, and by 4.7% in Swiss francs. Exclud-
ing wholesale revenue from interconnection services (hubbing), net revenue at Fastweb was up
by EUR 8 million or 0.5% to EUR 1,613 million. Lower revenue in the residential customer segment
was more than compensated by higher revenue from business customers and wholesale (exclud-
ing hubbing). Net revenue generated by other operating segments increased by CHF 7 million or
0.8% to CHF 936 million, mainly due to higher revenue from construction services performed by
cablex and acquisition of subsidiaries.

Goods and services purchased

Goods and services purchased remained virtually unchanged, dropping by CHF 3 million or 0.1%
to CHF 2,399 million. At constant exchange rates this represents a rise of 0.5%. A decline in pur-
chases at Fastweb, mainly due to the planned reduction in hubbing business and lower termina-
tion rates, was more than compensated by an increase in goods and services purchased by
Swisscom Switzerland on account of a higher number of mobile handsets sold.

Personnel expense

Personnel expense increased by CHF 68 million or 2.7% to CHF 2,581 million due to higher restruc-
turing costs and pension costs totalling CHF 85 million. Adjusted for these effects and at constant
exchange rates, this resulted in a 0.5% decline in personnel expense. Headcount decreased year-
on-year by 547 FTEs or 2.7%t0 19,514. The reduction was attributable to efficiency improvements
and the outsourcing of network maintenance jobs at Fastweb.

Other operating expense

Other operating expense increased by CHF 8 million or 0.3% year-on-year to CHF 2,396 million.
At constantexchange rates this representsanincrease of 0.9%. Higher expenditure on network main-
tenance and operation at Swisscom Switzerland was offset by lower bad debt losses at Fastweb.

Capitalised self-constructed assets and other income

At CHF 373 million, capitalised self-constructed assets and otherincome in 2012 were CHF 47 million
or11.2% loweryear-on-year. This includes non-recurring income of EUR 56 million (CHF 69 million)
recognised in the previous year under other income in connection with the settlement of a legal
dispute between Fastweb and another telecoms provider. Adjusted for this one-off item, capi-
talised self-constructed assets and other income were up 6.3% year-on-year.
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Operating income before depreciation and amortisation (EBITDA)

Operating income before depreciation and amortisation (EBITDA) fell by CHF 203 million or 4.4%
to CHF 4,381 million. The 2012 result was impacted by higher restructuring costs and pension
costs not affecting cash flow totalling CHF 95 million. In addition, non-recurring income of EUR 56
million (CHF 69 million) at Fastweb was recognised in the previous year in connection with the
settlement of a legal dispute with another telecoms provider. Adjusted for non-recurring effects
and at constant exchange rates, the decline was 0.6% and was mainly attributable to lower oper-
ating income generated by Swisscom Switzerland and Other operating segments. The adjusted
EBITDA at Fastweb increased year-on-year by EUR 50 million or 11.1% to EUR 500 million.

Depreciation and amortisation

Depreciation and amortisation rose by CHF 47 million or 2.5% to CHF 1,950 million, mainly reflect-
ingachangeinthe usefullife of Swisscom Switzerland’s mobile network and increased investment
inthe telecoms infrastructure in Switzerland. The mobile network of Swisscom Switzerland is cur-
rently undergoing a comprehensive renewal, which involves replacing all existing base stations,
constructing new stations or expanding those planned and deploying microcells to increase net-
work density. The useful lives of existing assets will be shortened due to the replacement of all
network equipment. The impact on depreciation and amortisation in 2012 is CHF 25 million.
Depreciationand amortisation includes scheduled amortisation related to business combinations
in the amount of CHF 134 million (prior year: CHF 137 million), which have been capitalised as
intangible assets (customer relationships and brands) for purchase price allocation purposes.

Impairment of goodwill

Under IFRS, goodwill must be tested every year for impairment. The test is based on the business
plan, long-term growth rates and the interest rate for projected cash flows. In the previous year
the carryingamount of the Italian subsidiary Fastweb was adjusted downwards by EUR 1,276 million
(CHF 1,555 million). The carryingamount of Fastweb’s net assets was confirmed inthe impairment
test conducted in 2012. At 31 December 2012 the carrying amount of Fastweb’s net assets (includ-
ing goodwill) amounted to EUR 2.9 billion (CHF 3.5 billion).

Net financial result

The net financial result improved by CHF 15 million year-on-year to CHF 296 million. Net interest
expense in 2012 amounted to CHF 253 million (prior year: CHF 274 million), and includes interest
rate hedging losses of CHF 4 million (prior year: losses of CHF 38 million).

Investments in associates

Associates mainly covers the share of results of investments in Belgacom International Carrier
Services, Cinetrade, LTV Yellow Pages and Metroweb. The share of results of associates rose year-
on-year by CHF 2 million to CHF 32 million. Dividends received, amounting to CHF 38 million (prior
year: CHF 34 million), largely concern dividends paid by LTV Yellow Pages, Cinetrade and Belgacom
International Carrier Services.

Excluding non-recurring items, Excluding non-recurring items,
net revenue increased by 0.3% EBITDA declined by 0.6% year-on-year.
year-on-year. EBITDA in 2012 totalled

Net revenue in 2012 totalled

e billion CHF ) billion CHF



Income tax expense

Income tax expense amounted to CHF 405 miillion (prior year: CHF 151 million), corresponding to
an effective income tax rate of 18.7% (prior year: 17.9%). In the previous year the effective income
taxratewasimpacted by the one-offimpairmentlossinthe carryingamount of Fastweb. Excluding
non-recurring items, an income tax rate of around 21% is expected in future. Income taxes paid
were CHF 8 million higher than a year earlier at CHF 190 million.

Net income and earnings per share

Net income increased year-on-year by CHF 1,068 million or 153.9% to CHF 1,762 million. In the
previous year net income was reduced by CHF 1,189 million due to the one-off impairment loss
in the carrying amount of Fastweb. Adjusted for this impairment loss, net income declined by
CHF 121 million or 6.4%, primarily due to additional restructuring costs and pension costs not
affecting cash flow, as well as to non-recurring income recognised for Fastweb in the previous year.
Earnings per share is calculated based on net income attributable to equity holders of Swisscom Ltd
and the average number of shares outstanding. The share of net income attributable to equity
holders of Swisscom Ltd increased year-on-year by 157.0% to CHF 1,755 million. Earnings per share
grew accordingly from CHF 13.19 to CHF 33.88.

Impact of exchange rate fluctuations

Swisscom is exposed to the effects of exchange rate fluctuations arising from the translation of
financial statements of foreign subsidiaries into Swiss francs. International business operations
primarily concern the Italian subsidiary Fastweb. The average exchange rates were as follows:

Currency 2012 2011 Change
1EUR 1.204 1232 —2.2%
1USD 0.932 0.881 5.8%

The following table shows the impact of exchange rate fluctuations on net revenue, operating
income before depreciation and amortisation (EBITDA) and operating free cash flow:

Change Change in
Development in % in CHF local currency
Net revenue —0.7% —0.3%
Operating income before depreciation and amortisation (EBITDA) —4.4% -4.0%
Operating free cash flow -9.0% -9.0%

At the end of 2012 cumulative currency translation adjustments not affecting income and recog-
nised directly in equity amounted to CHF 1,995 million. This corresponds to a year-on-yearincrease
of CHF 26 million. Cumulative tax effects of CHF 387 million were incurred in connection with for-
eign currency translation adjustments (prior year: CHF 381 million). Foreign currency translation
adjustments are presented in the consolidated balance sheet after deducting tax effects.
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Operating segment results

Reporting is broken down into the segments Swisscom
Switzerland, Fastweb and Other operating segments.
Swisscom Switzerland includes the segments Residential
Customers, Small and Medium-Sized Enterprises, Corporate
Business, Wholesale and Network & IT. Group Headquarters is
disclosed separately.

Development of revenue from external customers Changes in customer contracts retail
Swisscom Switzerland in CHF million Swisscom Switzerland in thousand
10,000 600
8,500 8,396 8,407
7,500 450
226 221

5,000 300 168 I
2,500 150
122 151 142
B Mobile
0 0 M Fixed-line

2010 2011 2012 2010 2011 2012
Revenue mobile Fixed-line -173 -113 -107
single subscriptions 3'086 3’104 2,932
Broadband 106 77 66
Revenue fixnet swi
single subscriptions 3'153 2’695 2,470 wisscom TV 189 187 183
Revenue bundle subscriptions 341 792 1,172 Contracts in fixed-line 122 151 142
Revenue others 1'920 1805 1833 Contracts in mobile 226 221 168
Total 8,500 8,396 8,407
Development of revenue from external customers Development of broadband access lines
Fastweb in EUR million Fastweb in thousand
2,000 2,000
1,870 1,738
1,694 1,724 1767
1,500 1,500 1,595
1,000 1,000
500 500
0 0
2010 2011 2012 2010 2011 2012
* Adjusted by 197,000 as a result of the settlement of litigations.
Residential Customers 858 758 724 ! 4 8
Small and Medium-Sized
Enterprises 765 760 791
Wholesale hubbing 171 141 87
Wholesale others 76 79 92
External revenue 1,870 1,738 1,694




Segment revenue and results

Swisscom Switzerland

In CHF million, except where indicated 2012 2011 Change
Net revenue and results

Residential Customers 5,113 5,082 0.6%
Small and Medium-Sized Enterprises 1,161 1,154 0.6%
Corporate Business 1,835 1,849 —0.8%
Wholesale 966 997 -3.1%
Elimination (614) (633) -3.0%
Net revenue 8,461 8,449 0.1%
Residential Customers 2,864 2,891 —0.9%
Small and Medium-Sized Enterprises 867 880 -1.5%
Corporate Business 951 971 —2.1%
Wholesale 368 391 -5.9%
Network & IT (1,439) (1,355) 6.2%
Elimination 1 - -
Segment result before depreciation and amortisation (EBITDA) 3,612 3,778 -4.4%
Margin as % of net revenue 427 447

Depreciation, amortisation and impairment losses (1,053) (988) 6.6%
Segment result 2,559 2,790 -8.3%
Capital expenditure and headcount

Capital expenditure in property, plant and equipment and other intangible assets 1,852 1,400 32.3%
Full-time equivalent employees at end of year 11,827 12,096 -2.2%

5253

Swisscom Switzerland’s net revenue increased by CHF 12 million or 0.1% to CHF 8,461 million. Oper-
ating income before depreciation and amortisation (EBITDA) fell by CHF 166 million or 4.4% to
CHF 3,612 million. Adjusted for additional restructuring costs and pension costs not affecting cash
flow, EBITDA declined by 2.0%. Capital expenditure was CHF 452 million or 32.3% higher at CHF 1,852
million. The increase was attributable to expenditure of CHF 360 million in connection with the
mobile frequency auction in early 2012 and spending on broadband expansion. Efficiency improve-
ments resulted in a fall in headcount year-on-year of 269 FTEs or 2.2% to 11,827.

The trend towards bundled offerings and new pricing models such as flat-rate tariffs continued
unabated. By the end of 2012 788,000 customers were subscribing to packages such as Vivo Casa,
which combines fixed-line access with telephony, Internet and TV, or Vivo Tutto, which also
includes a mobile line. The year saw the customer base grow by 174,000 customers or 28.3%. The
new NATEL infinity mobile subscriptions launched in June 2012, which offer unlimited phoning,
texting and Internet surfing, proved highly popular and by the end of 2012 were being used by
889,000 customers.
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Swisscom Switzerland/net revenue

In CHF million or in thousand 2012 2011 Change
Revenue by services

Revenue mobile single subscriptions 2,932 3,104 —5.5%
Revenue fixed-line single subscriptions 2,470 2,695 —8.3%
Revenue bundles 1,172 792 48.0%
Revenue wholesale 594 609 -2.5%
Other net revenue 1,239 1,196 3.6%
Revenue from external customers 8,407 8,396 0.1%
Operational data at end of period in thousands

Fixed access lines 3,013 3,120 —3.4%
Broadband access lines retail 1,727 1,661 4.0%
Swisscom TV access lines 791 608 30.1%
Mobile access lines 6,217 6,049 2.8%
Bundles 788 614 28.3%
Unbundled fixed access lines 300 306 -2.0%
Broadband access lines wholesale in thousand 186 181 2.8%

Revenue from external customers increased year-on-year by CHF 11 million or 0.1% to CHF 8,407
million. Price erosion of around CHF 400 million was offset by customer and volume growth. On
25 June 2012 Swisscom launched new mobile subscriptions under the name infinity. These subscrip-
tions allow Swisscom customers unlimited phoning and text messaging to any network in Switzer-
land as well as unlimited Internet browsing, all for a fixed monthly fee which varies depending on
the data transmission rate. Frequent users in particular benefit from the much more attractive
terms. By the end of 2012, 889,000 customers were taking advantage of the new infinity subscrip-
tions, enjoying the freedom of no longer being billed by volume. Customers switching to a flat-
rate subscription typically increase their call volume and data volume by more than 20% and 100%
respectively. By the end of 2012 the average monthly revenue (ARPU) from customers who switched
to these new subscriptions had dropped by CHF 9. The number of mobile access lines grew year-on-
year by 168,000 or 2.8% to 6.2 million. In 2012 Swisscom sold a total of 1.55 million mobile handsets
(+6.7%), of which around 68% were smartphones. Swisscom further reduced its roaming charges on
1 July 2012. Calls within zone A (European Union and Western Europe) are now 6% cheaper at
CHF 0.75 per minute.

Demand remains high for bundled offerings such as Vivo Casa (which combines fixed-line access
with telephony, Internet and TV) and Vivo Tutto (which also includes a mobile line). The number
of customers using bundled offerings rose year-on year by 174,000 or 28.3% to 788,000. Revenue
from contracts for bundled offerings rose accordingly by CHF 380 million or 48.0% to CHF 1,172
million. The number of Swisscom TV connections increased by 183,000 or 30.1% to 791,000. 2012
sawthe numberoffixedlines decline by 107,000 or 3.4% to 3.0 million, due primarily tothe number
of customers migrating to cable network operators. Retail broadband access lines grew year-on-
year by 66,000 or 4.0% to 1.73 million, while the number of unbundled subscriber access lines fell
by 6,000 or 2.0% to 300,000.



Swisscom Switzerland/operating expenses and segment result

In CHF million, except where indicated 2012 2011 Change

Segment expenses by nature of cost

Traffic fees (457) (459) —0.4%
Subscriber acquisition and retention costs (474) (488) —-2.9%
Other direct costs (889) (825) 7.8%
Direct costs (1,820) (1,772) 2.7%
Personnel expense (1,677) (1,572) 6.7%
Other indirect costs (1,520) (1,485) 2.4%
Capitalised self-constructed assets and other income 168 158 6.3%
Indirect costs (3,029) (2,899) 4.5%
Segment expenses (4,849) (4,671) 3.8%

Segment result

Segment result before depreciation and amortisation (EBITDA) 3,612 3,778 -4.4%
Margin as % of net revenue 427 44.7

Depreciation, amortisation and impairment losses (1,053) (988) 6.6%
Segment result 2,559 2,790 -8.3%

Capital expenditure and headcount

Capital expenditure in property, plant and equipment and other intangible assets 1,852 1,400 32.3%

Full-time equivalent employees at end of year 11,827 12,096 —2.2%

Segment expense rose by CHF 178 million or 3.8% to CHF 4,849 million. The 4.5% rise in indirect
costs to CHF 3,029 million was due to higher personnel expense and an increase in other operating
expenses. Personnel expense increased by CHF 105 million or 6.7% to CHF 1,677 million due pri-
marily to higher restructuring costs and pension costs of CHF 91 million. At CHF 1,820 million, direct
costs were CHF 48 million or 2.7% higher year-on-year due to higher costs for goods and services
purchased, while subscriber acquisition costs were CHF 14 million or 2.9% lower at CHF 474 million.
The segment result before depreciation and amortisation fell by CHF 166 million or 4.4% to
CHF 3,612 million, narrowing the profit margin accordingly by 2.0 percentage points to 42.7%.
Adjusted for the additional restructuring costs and pension costs not affecting cash flow, EBITDA
declined by 2.0%, resulting in an EBITDA margin of 43.8%. Depreciation and amortisation increased
year-on-year by CHF 65 million or 6.6% to CHF 1,053 million. The increase was attributable to a
change in useful lives due to the replacement of all mobile network installations and to increased
investment activity. The segment result ended the year CHF 231 million or 8.3% lower at CHF 2,559
million. Capital expenditure was CHF 452 million or 32.3% higher year-on-year at CHF 1,852 million,
and includes expenditure of CHF 360 million on mobile frequencies. Excluding these expenses, cap-
ital expenditure increased by CHF 92 million or 6.6% due to broadband network expansion. Effi-
ciency improvements resulted in afall in headcount year-on-year of 269 FTEs or 2.2%t0 11,827 FTEs.
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Fastweb

In EUR million, except where indicated 2012 2011 Change
Residential Customers 724 758 -4.5%
Corporate Business 791 760 4.1%
Wholesale hubbing 87 141 -38.3%
Wholesale other 92 79 16.5%
Revenue from external customers 1,694 1,738 -2.5%
Intersegment revenue 6 8 -
Net revenue 1,700 1,746 -2.6%
Segment expenses (1,200) (1,240) -3.2%
Segment result before depreciation and amortisation 500 506 -1.2%
Margin as % of net revenue 294 29.0
Capital expenditure in property, plant and equipment and other intangible assets 441 448 -1.6%
Full-time equivalent employees at end of year 2,893 3,081 —6.1%
Broadband access lines at end of year in thousand 1,767 1,595 10.8%
Development of revenue Development of EBITDA in EUR million
from external customers in EUR million
2,000 2,000
1,870
1738 1,694
1,500 1,500
1,000 1,000
500 500 50 506 I 500 I
0 0 I
2010 2011 2012 2010 2011 2012

Fastweb’s net revenue contracted year-on-year by EUR 46 million or 2.6% to EUR 1,700 million as
a consequence of the planned reduction in wholesale revenue from low-margin interconnection
services (hubbing), which fell by EUR 54 million year-on-year. Excluding hubbing, revenue grew by
EUR 8 million or 0.5% to EUR 1,613 million. Broadband customers grew by 172,000 or 10.8% to
1.77 million year-on-year. In 2012, 87,000 customers signed up for Fastweb’s bundled TV and
broadband offering in partnership with Sky Italia, bringing the total number of customers to
151,000since the service was launched in 2011. Intense competition reduced average revenue per
residential broadband customer by around 11%, lowering revenue from residential customers by
EUR 34 million or 4.5% to EUR 724 million. By contrast, revenue from corporate business increased
by EUR 31 million or 4.1% to EUR 791 million, while wholesale revenue (excluding hubbing) grew
by EUR 13 million or 16.5% to EUR 92 million year-on-year.

The segment result before depreciation and amortisation totalled EUR 500 million, corresponding
to a year-on-year fall of EUR 6 million or 1.2%. The segment result of the previous year contains
non-recurring income of EUR 56 million relating to a legal settlement with another telecoms
provider. Adjusted for this one-off item, the segment result before depreciation and amortisation
improved by EUR50 millionor 11.1%to EUR 500 million. The improvement was largely attributable
tolowerbaddebtlosses. Adjusted forthe aforementioned non-recurringincome, the profit margin
increased by 3.6 percentage points to 29.4%.

Headcount at the end of 2012 totalled 2,893 FTEs, a year-on-year reduction of 188 FTEs or 6.1%.
The fall was mainly due to the outsourcing of network maintenance jobs. Capital expenditure
declined by EUR 7 million or 1.6% to EUR 441 miillion, resulting in a ratio of capital expenditure to
net revenue of 25.9% (prior year: 25.7%). Around 39% of investment spending was directly related
to customer growth.

Inthethird quarter of 2012 Fastweb reached an agreement with the Italian authorities concerning
a VAT lawsuit and tax investigations. Following payment of EUR 74 million, all claims have been
settled. Provisions and liabilities recognised in the past forincome taxes coverthe settlement costs.
Following closure of the case, VAT and income tax assets of EUR 117 million blocked by the Italian



authorities were released for repayment to Fastweb. By the end of 2012 Fastweb had received
EUR 57 million in tax credit repayments.

In the consolidated financial statements of Swisscom, the weaker euro negatively impacted rev-
enue and the segment result before depreciation and amortisation. The average CHF/EUR
exchange rate fell by 2.2% year-on-year. In Swiss franc terms, net revenue declined by 4.7%, versus
2.6% in local currency. The segment result before depreciation and amortisation was 3.4% lower
in Swiss francs and 1.2% lower in local currency.

Net revenue Customer base 10.8% higher
(excluding revenue from hubbing) year-on-year at 1.77 million.
rose by 0.5% to In 2012 customer base grew by

() billion EUR thousand
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Other operating segments

In CHF million, except where indicated 2012 2011 Change
Revenue from external customers 936 929 0.8%
Intersegment revenue 792 779 1.7%
Net revenue 1,728 1,708 1.2%
Segment expenses (1,451) (1,374) 5.6%
Segment result before depreciation and amortisation 277 334 -17.1%
Margin as % of net revenue 16.0 196
Capital expenditure in property, plant and equipment and other intangible assets 167 169 -1.2%
Full-time equivalent employees at end of year 4,454 4,515 -1.4%
Development of revenue Development of EBITDA in CHF million
from external customers in CHF million
1,200 1,200
900 925 9229 936 900
600 I I I 600
300 300 337 I 334 I
277 I
0 0
2010 2011 2012 2010 2011 2012

Revenue from external customersincreased year-on-year by CHF 7 million or 0.8% to CHF 936 million,
driven mainly by higher revenues generated by cablex from construction services, as well as from
the acquisition of subsidiaries. Revenue from external customers generated by Swisscom IT
Services dropped by CHF 10 million or 1.9% to CHF 521 million, mainly due to lower revenue from
project business as a result of the difficult market environment. Intersegment revenue was
CHF 13 million or 1.7% higher year-on-year at CHF 792 million. The increase was mainly attribut-
able to the higher volume of services procured from Swisscom IT Services by other segments.
Segment expense rose by CHF 77 million or 5.6% year-on-year to CHF 1,451 million, mainly due
to higher restructuring and pension costs as well as higher costs incurred by Swisscom Real Estate,
and higher costs at cablex in connection with revenue growth as well as higher costs resulting
from acquisition of subsidiaries. The segment result before depreciation and amortisation was
CHF 57 million or 17.1% lower at CHF 277 million. Adjusted for non-recurring costs, the segment
result before depreciation and amortisation declined by 5.7%. Headcount at the end of 2012 was
61 FTEs or 1.4% lower than a year earlier, at 4,454 FTEs. The reduction was primarily due to the
lower headcount at Swisscom IT Services as a result of efficiency improvements, and was partly
offset by additional resource requirements at cablex and acquisition of subsidiaries. At CHF 167
million, capital expenditure was CHF 2 million or 1.2% lower year-on-year. Reduced investments
by Swisscom IT Services in IT infrastructure were almost fully offset by higher investment activities
at Swisscom Real Estate due to ongoing construction projects.

Group Headquarters
The segment result before depreciation and amortisation improved by CHF 44 million or 34.1% to

CHF =85 million, largely on account of a one-off adjustment in pension cost of CHF 38 million due
to amendments to the pension plan in December 2012.



Quarterly review 2011 and 2012

1. 2. 3. 4. 1. 2. 3. 4.
In CHF million, except where indicated quarter quarter quarter quarter 2011 quarter quarter quarter quarter 2012
Income statement
Net revenue 2,862 2,860 2,816 2,929 11,467 2,802 2,819 2,806 2,957 11,384
Goods and services purchased (599) (578) (552) (673) (2,402) (555) (566)  (566)  (712) (2,399)
Personnel expense (635)  (638) (588)  (652) (2,513) (670)  (653)  (601)  (657) (2,581)
Other operating expenses (577) (578) (574) (659) (2,388)  (564)  (551) (590)  (691) (2,396)
Capitalised costs and other income 75 78 148 119 420 91 83 78 121 373
Operating income (EBITDA) 1,126 1,144 1,250 1,064 4,584 1,104 1,132 1,127 1,018 4,381
Depreciation and amortisation (478)  (466)  (469)  (490) (1,903)  (481)  (482)  (491) (496) (1,950)
Impairment losses on goodwill - - - (1,555) (1,555) - - - - -
Operating income (EBIT) 648 678 781 (981) 1,126 623 650 636 522 2,431
Net interest expense (46) (63) (89) (76)  (274) (58) (66) (67) (62)  (253)
Other financial result 4 (31) 10 (20) (37) (11) (2) (3) (27) (43)
Result of associates 4 5 9 12 30 6 8 11 7 32
Income before income taxes 610 589 711 (1,065) 845 560 590 577 440 2,167
Income tax expense (136)  (101)  (145) 231 (151)  (104) (118) (118) (65)  (405)
Net income 474 488 566 (834) 694 456 472 459 375 1,762
Share attributable to equity holders
of Swisscom Ltd 469 485 564 (835) 683 453 468 458 376 1,755
Share attributable to
non-controlling interests 5 3 2 1 11 3 4 1 (1) 7
Earnings per share (in CHF) 9.05 936 10.89 (16.11) 13.19 8.75 9.03 8.84 7.26 33.88
Net revenue
Swisscom Switzerland 2,081 2,101 2,114 2,153 8,449 2,079 2,086 2,108 2,188 8,461
Fastweb 562 546 492 551 2,151 510 516 492 530 2,048
Other operating segments 414 423 425 446 1,708 427 425 415 461 1,728
Group Headquarters 2 1 2 2 7 - 1 - 1 2
Intersegment elimination (197) (211) (217) (223) (848)  (214) (209)  (209)  (223) (855)
Total net revenue 2,862 2,860 2,816 2,929 11,467 2,802 2,819 2,806 2,957 11,384
Segment result before depreciation and amortisation
Swisscom Switzerland 948 948 986 896 3,778 940 944 947 781 3,612
Fastweb 139 152 212 120 623 131 149 148 174 602
Other operating segments 69 78 88 99 334 71 75 70 61 277
Group Headquarters (25) (30) (30) (44)  (129) (33) (30) (34) 12 (85)
Intersegment elimination (5) (4) (6) (7) (22) (5) (6) (4) (10) (25)
Total segment result (EBITDA) 1,126 1,144 1,250 1,064 4,584 1,104 1,132 1,127 1,018 4,381
Capital expenditure in property, plant and equipment and other intangible assets
Swisscom Switzerland 270 333 378 419 1,400 337 329 679 507 1,852
Fastweb 126 123 141 162 552 135 140 118 138 531
Other operating segments 32 36 45 56 169 36 49 45 37 167
Group Headquarters - - - 1 1 - - - 1 1
Intersegment elimination (6) (5) (8) (8) (27) (6) (3) (6) (7) (22)
Total capital expenditure 422 487 556 630 2,095 502 515 836 676 2,529
Full-time equivalent employees at end of year
Swisscom Switzerland 11,814 11,942 12,131 12,096 12,096 11,966 11,880 11,850 11,827 11,827
Fastweb 3,103 3,101 3,106 3,081 3,081 3,064 3,032 2911 2,893 2893
Other operating segments 4394 4431 4428 4,515 4,515 4,537 4,546 4,492 4,454 4,454
Group Headquarters 353 355 367 369 369 347 347 342 340 340
Total headcount 19,664 19,829 20,032 20,061 20,061 19,914 19,805 19,595 19,514 19,514
Operating free cash flow 463 548 522 535 2,068 483 496 279 624 1,882
Net debt 8,559 9,356 8,789 8309 8309 8390 9144 8622 8071 8071
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Quarterly review 2011 and 2012

1. 2. 3. a. 1. 2. 3. 4.
In CHF million, except where indicated quarter quarter quarter quarter 2011 quarter quarter quarter quarter 2012
Swisscom Switzerland
Revenue and results
Residential Customers 491 513 531 490 2,025 465 476 474 443 1,858
Small and Medium-Sized Enterprises 116 123 127 122 488 119 125 118 110 472
Corporate Business 142 153 152 144 591 147 155 152 148 602
Revenue mobile single subscriptions 749 789 810 756 3,104 731 756 744 701 2,932
Residential Customers 405 384 369 361 1,519 354 336 328 320 1,338
Small and Medium-Sized Enterprises 141 138 138 135 552 136 132 128 127 523
Corporate Business 157 156 154 157 624 153 152 151 153 609
Revenue fixed-line single subscriptions 703 678 661 653 2,695 643 620 607 600 2,470
Residential Customers 151 172 196 218 737 233 250 281 296 1,060
Small and Medium-Sized Enterprises 11 13 14 17 55 20 22 32 38 112
Revenue bundles 162 185 210 235 792 253 272 313 334 1,172
Total revenue single subscriptions
and bundles 1,614 1,652 1,681 1,644 6,591 1,627 1,648 1,664 1,635 6,574
Solution business 82 91 87 103 363 85 87 88 100 360
Hardware sales 140 129 115 148 532 137 136 122 166 561
Wholesale 163 151 151 144 609 153 147 151 143 594
Revenue other 68 65 67 101 301 63 55 68 132 318
Total revenue from external customers 2,067 2,088 2,101 2,140 8,396 2,065 2,073 2,093 2,176 8,407
Residential Customers 1,201 1,213 1,232 1260 4906 1,208 1,204 1,227 1,300 4939
Small and Medium-Sized Enterprises 276 282 287 282 1,127 281 287 284 283 1,135
Corporate Business 427 442 431 454 1,754 423 435 431 450 1,739
Wholesale 163 151 151 144 609 153 147 151 143 594
Revenue from external customers 2,067 2,088 2,101 2,140 8,396 2,065 2,073 2,093 2,176 8,407
Segment result before depreciation and amortisation
Residential Customers 737 730 744 680 2,891 745 740 728 651 2,864
Small and Medium-Sized Enterprises 215 222 225 218 880 219 222 219 207 867
Corporate Business 229 246 250 246 971 231 237 244 239 951
Wholesale 106 93 100 92 391 95 89 93 91 368
Network & IT (339)  (344) (332) (340) (1,355) (349)  (345) (336)  (409) (1,439)
Intersegment elimination - 1 (1) - - (1) 1 (1) 2 1
Total segment result (EBITDA) 948 948 986 896 3,778 940 944 947 781 3,612
Margin as % of net revenue 45.6 45.1 46.6 41.6 447 45.2 453 44.9 35.7 42.7
Fastweb, in EUR million
Residential Customers 191 194 186 187 758 182 182 179 181 724
Corporate Business 183 186 182 209 760 183 196 193 219 791
Wholesale hubbing 39 39 31 32 141 27 28 16 16 87
Wholesale other 20 19 18 22 79 29 22 19 22 92
Revenue from external customers 433 438 417 450 1,738 421 428 407 438 1,694
Segment result (EBITDA) 107 123 177 99 506 109 124 121 146 500
Margin as % of net revenue 247 281 42.4 22.0 29.0 25.8 28.8 29.7 333 294
Capital expenditure in property,
plant and equipment
and other intangible assets 98 99 119 132 448 112 116 98 115 441
Broadband access lines in thousand? 1,733 1,741 1560 1,595 1,595 1654 1673 1,704 1,767 1,767

1 As a result of the settlement of litigations, Fastweb reduced the number of access lines by 197,000 in the third quarter of 2011.




Quarterly review 2011 and 2012

1. 2. 3. a. 1. 2. 3. 4.

In thousand, except where indicated quarter quarter quarter quarter 2011 quarter quarter quarter quarter 2012

Swisscom Switzerland

operational data

Access lines

Single subscriptions 2,822 2,744 2,672 2,604 2604 2536 2465 2407 2,350 2,350

Bundles 380 425 471 516 516 557 593 627 663 663

Fixed access lines 3,202 3,169 3,143 3,120 3,120 3,093 3,058 3,034 3,013 3,013

Single subscriptions 1,141 1,106 1,072 1,047 1,047 1,023 995 969 939 939

Bundles 464 512 563 614 614 659 699 739 788 788

Broadband access lines retail 1,605 1,618 1635 1661 1,661 1,682 1,694 1,708 1,727 1,727

Single subscriptions 214 216 214 225 225 236 245 248 270 270

Bundles 255 296 342 383 383 419 449 480 521 521

Swisscom TV access lines 469 512 556 608 608 655 694 728 791 791

Prepaid single subscriptions 2,222 2,230 2,244 2249 2,249 2243 2231 2210 2,199 2,199

Postpaid single subscriptions 3,555 3,596 3,612 3,646 3,646 3,657 3,654 3,672 3,702 3,702

Mobile access lines single subscriptions 5,777 5,826 5,856 5,895 5,895 5900 5885 5882 5901 5,901

Bundles 84 87 124 154 154 182 229 271 316 316

Mobile access lines 5,861 5913 5,980 6,049 6,049 6,082 6,114 6,153 6,217 6,217

Broadband access lines wholesale 214 202 192 181 181 179 176 181 186 186

Unbundled fixed access lines 270 285 297 306 306 312 317 310 300 300

Bundles

2play bundles 209 216 221 231 231 240 237 239 248 248

3play bundles 255 296 309 330 330 347 374 387 403 403

4play bundles - - 33 53 53 72 88 113 137 137

Total bundles 464 512 563 614 614 659 699 739 788 788

Data traffic in million

Fixed-line traffic in minutes 2,243 2,061 2,003 2,118 8,425 2,158 1,989 1,847 1,961 7,955

Mobile traffic in minutes 1,669 1,675 1,642 1677 6,663 1,654 1,633 1,612 1,683 6,582

Data SMS mobile 724 730 747 739 2,940 691 694 694 677 2,756 - o

©

Swisscom Group =~

Information by geographical regions ©

Net revenue in Switzerland 2,283 2,297 2,307 2,356 9,243 2,278 2,285 2,299 2406 9,268 -

Net revenue in other countries 579 563 509 573 2,224 524 534 507 551 2,116 55

Total net revenue 2,862 2,860 2,816 2,929 11,467 2,802 2,819 2,806 2,957 11,384 g §
j=

EBITDA Switzerland 984 989 1,035 937 3,945 972 986 984 826 3,768 § :,EJD

EBITDA other countries 142 155 215 127 639 132 146 143 192 613 g 4

Total EBITDA 1,126 1,144 1,250 1,064 4,584 1,104 1,132 1,127 1,018 4,381 if’gb
©

Capital expenditure in Switzerland 312 373 427 425 1,537 366 374 718 536 1,994 % 3 -

Capital expenditure in other countries 110 114 129 205 558 136 141 118 140 535 =0°

Total capital expenditure 422 487 556 630 2,095 502 515 836 676 2,529

Full-time equivalent employees —

in Switzerland 16,209 16,380 16,588 16,628 16,628 16,503 16,426 16,339 16,269 16,269

Full-time equivalent employees

in other countries 3,455 3,449 3,444 3,433 3,433 3,411 3,379 3,256 3,245 3,245

Total headcount 19,664 19,829 20,032 20,061 20,061 19,914 19,805 19,595 19,514 19,514 o




Group financial position

Financial position

Cash flows
In CHF million 2012 2011 Change
Operating income before depreciation and amortisation (EBITDA) 4,381 4,584 (203)
Capital expenditure in property, plant and equipment and other intangible assets (2,529) (2,095) (434)
Proceeds from sale of tangible and other intangible assets 25 37 (12)
Change in defined benefit obligations (84) (91) 7
Change in net working capital and other cash flows from operating activities 103 (360) 463
Dividends paid to non-controlling interests (14) (7) (7)
Operating free cash flow 1,882 2,068 (186)
Net interest paid (236) (251) 15
Income taxes paid (190) (182) (8)
Free cash flow 1,456 1,635 (179)
Other cash flows from investing activities, net 1 113 (112)
Issuance and repayment of financial liabilities, net (75) (723) 648
Dividends paid to equity holders of Swisscom Ltd (1,140) (1,088) (52)
Purchase of non-controlling interests of Fastweb - (92) 92
Other cash flows from financing activities (18) (12) (7)
Net increase (Net decrease) in cash and cash equivalents 224 (166) 390
Free cash flow in CHF million
4,381 -2,529
25 - 103 - 1,882 236 100
1,456
EBITDA Capital Proceeds Change in Changein Dividends Operating Net interest ~ Taxes Free
expenditure  from sale defined networking  to non- free cash paid paid cash flow
of assets benefit capital controlling  flow
obligations interests

Operating free cash flow declined by CHF 186 million or 9.0% to CHF 1,882 million, mainly due to
increased capital expenditure and, in particular, expenses of CHF 360 million for the mobile fre-
quencies auctioned in Switzerland in 2012. Excluding these expenses, operating free cash flow
would have been 8.4% higher. The CHF 84 million change in defined benefit obligations is attrib-
utable to the higher figure for contribution payments versus pension costs. The change in net
working capital and other operating cash flows improved by CHF 463 million to CHF 103 million,
chiefly due to lower trade receivables. Income tax payments increased from CHF 182 million to
CHF 190 million. Dividend payments paid by Swisscom to shareholders in 2012 amounted to

CHF 1,140 million (prior year: CHF 1,088 million).



Net asset position

Balance sheet

In CHF million 31.12.2012 31.12.2011 Change
Assets

Cash and cash equivalents and current financial assets 578 387 49.4%
Trade and other receivables 2,824 2,978 —5.2%
Property, plant and equipment 8,549 8,222 4.0%
Goodwill 4,662 4,664 —0.0%
Other intangible assets 2,121 1,879 12.9%
Associates and non-current financial assets 465 429 8.4%
Income tax assets 472 356 32.6%
Other current and non-current assets 423 535 -20.9%
Total assets 20,094 19,450 3.3%

Liabilities and equity

Financial liabilities 8,783 8,831 -0.5%
Trade and other payables 2,159 2,190 -1.4%
Defined benefit obligations 2,801 1,977 41.7%
Accrued liabilities 840 903 -7.0%
Income tax liabilities 425 281 51.2%
Other current and non-current liabilities 930 972 -4.3%
Total liabilities 15,938 15,154 5.2%
Share of equity attributable to equity holders of Swisscom Ltd 4,132 4,272 -3.3%
Share of equity attributable to non-controlling interests 24 24 -
Total equity 4,156 4,296 -3.3% -
Total liabilities and equity 20,094 19,450 3.3% g
Equity ratio at end of year 20.7% 22.1% e
g5

Tgtal assets rose by CHF Q.6 _billion or 3.3.% to CHF 20.; billion, driven primarily by higher expen- IS *g

diture on auctioned mobile licences and investments in broadband networks in Switzerland. Eo
In CHF million 31.12.2010 31.12.2011 31.12.2012 Change =
Property, plant and equipment 7,899 8,222 8,549 327 % EL
Goodwill 6,261 4,664 4,662 ) §°§
Other intangible assets 2,023 1,879 2,121 242 E o
Other operating assets, net (817) (552) (682) (130)
Other net operating assets 15,366 14,213 14,650 437
Net debt (8,848) (8,309) (8,071) 238 o
Defined benefit obligations (1,283) (1,977) (2,801) (824)
Income tax assets and liabilities, net (216) 75 47 (28)
Investments in associates 231 233 268 35 *
Other assets, net 100 61 63 2
Equity 5,350 4,296 4,156 (140)




Goodwill

The net carrying amount of goodwill is CHF 4,662 million, the bulk of which relates to Swisscom
Switzerland (CHF 3,930 million) and arose primarily in 2007 in connection with the repurchase of
the 25% stake in Swisscom Mobile Ltd sold to Vodafone in 2001. Following the repurchase, the
mobile, fixed-network and solutions businesses were organisationally combined and merged to
create the new company Swisscom (Switzerland) Ltd. The valuation risk of this goodwill item is
extremely low. Adjusted for the impairment loss in the previous year, the net carrying amount of
Fastweb goodwill is EUR 492 million (CHF 594 million). Goodwill in respect of other operating seg-
ments amounts to CHF 138 million.

Post-employment benefits

The defined benefit obligations disclosed in the consolidated financial statements are measured
in accordance with International Financial Reporting Standards (IFRS). Net obligations recognised
on the balance sheet amounted to CHF 2,801 million, an increase of CHF 824 million year-on-year.
The increase is primarily due to a lower discount rate and a change in the principles underlying
mortality assumptions (generation tables). A difference of some CHF 3.1 billion exists between
the pension obligations measured in accordance with Swiss financial statements reporting pro-
visions (Swiss GAAP ARR) and the measurement in accordance with IFRS standards relevant for
the consolidated financial statements. The main reasons for this are the application of differing
actuarial assumptions with regard to the discount rate (CHF 1.8 billion) and life expectancy
(CHF 0.5 billion), and a different actuarial measurement method (CHF 0.8 billion). IFRS measure-
ment takes into account future salary, contribution and pension increases as well as future cases
of disability and early retirements.

Equity

Equity declined by CHF 140 million or 3.3% to CHF 4.156 million. Net income of CHF 1,762 million
was unable to compensate fully for dividend payments of CHF 1,154 million (including minority
interests) and net losses of CHF 741 million recognised directly in equity. Net losses recognised
directly in equity include non-cash actuarial losses from pension plans totalling CHF 908 million
as well as unrealised losses of CHF 26 million resulting from currency translation of foreign
Group companies. The CHF/EUR exchange rate fell from 1.216 at the end of 2011 to 1.207.
At 31 December 2012, cumulative currency translation losses recognised in equity amounted to
CHF 1,608 million (after tax).

Distributable reserves are calculated onthe basis of equity reported in the separate financial state-
ments of Swisscom Ltd in accordance with statutory accounting provisions, rather than on the
basis of equity as disclosed in the consolidated balance sheet prepared in accordance with Inter-
national Financial Reporting Standards (IFRS). At 31 December 2012, the equity of Swisscom Ltd
amounted to CHF 5,144 million. The difference between this amount and equity disclosed in the
consolidated balance sheet is essentially due to earnings retained by subsidiaries as well as dif-
ferent accounting and valuation methods. Under Swiss company law, share capital and that part
ofthe general reserves representing 20% of the share capital may not be distributed. At 31 Decem-
ber 2012, Swisscom Ltd had distributable reserves of CHF 5,082 million.



Net debt

Net debt comprises financial liabilities less cash and cash equivalents, current financial assets and
non-current, fixed-interest-bearing deposits. Swisscom’s goal is to achieve a maximum net
debt/EBITDA ratio of around 2. This value may be exceeded temporarily. Any figure below this rep-
resents financial room for manoeuvre.

In CHF million, except where indicated 31.12.2010 31.12.2011 31.12.2012 Change
Net debt 8,848 8,309 8,071 —-2.9%
Ratio total liabilities/total assets 74.6% 77.9% 79.3%

Ratio net debt/equity 17 1.9 1.9 -
Ratio net debt/EBITDA 1.9 1.8 18 -

Development of net debt in CHF million

8,309 8,071

Net debt Operating Dividends Net interest Taxes paid Other Net debt
1.1.2012 free cash flow expense effects 31.12.2012

The ratio of net debt to EBITDA remained unchanged year-on-year at 1.8.n recent years Swisscom
hastaken advantage of favourable capital market conditions with a view to optimising the interest
and maturity structure of the Group’s financial obligations. The share of the Group’s variable-rate
financial liabilities amounts to around 20%.

Maturity profile of financial liabilities

- _
o
Swisscom aims for a broadly diversified debt portfolio. This involves paying particular attention to g
balancing maturities and a diversification of financing instruments and markets. The following
table shows the maturity profile of interest-bearing financial liabilities at nominal value as at .
31 December 2012: 82
5 ‘0
£ 8
Due within  Due within  Due within  Due within Due after €T
In CHF million lyear 1to2years 3to5years 6to10years 10 years Total S e
e
Bank loans 187 - 852 - 86 1,125 s
Debenture bonds 550 1,250 1,100 2,000 500 5,400 &%o Es
o
Private placements 130 202 600 350 - 1,282 g %] o
Finance lease liabilities 7 6 21 35 570 639 =
Other financial liabilities 8 3 - - - 11
Total 882 1,461 2,573 2,385 1,156 8,457




Capital expenditure

Introduction

Swisscom remains committed to maintaining the high quality of its network infrastructure in
Switzerland, in particular by making targeted investments in fibre-optic network expansion and
migration to an all-IP-based infrastructure.

The volume of data transmitted over the fixed and mobile networks has risen sharply, and this trend
is set to continue in the years ahead. Modern communication and media services, video portals and
streaming services as well as new business applications such as video conferencing will continue to
generate ever-higher traffic volumes and drive up demand for ever-bigger bandwidths. In the fixed
network, Swisscom is addressing this trend by expanding the fibre-optic network, based on a multi-
fibre cooperation approach. As well as promoting infrastructure competition with other platforms
(cable networks), such an approach fosters competition between fibre-optic network providers and,
in so doing, enables maximum innovation in network architecture and services. Fibre-optic expan-
sion is accompanied by extending local distribution nodes and deploying DSL technology to enable
coverage and bandwidth to be increased over the short and medium term. To keep pace with the
growing volume of data transmitted over the mobile network, Swisscom is further expanding capac-
ities based on current mobile standards such as HSPA/HSPA+. Swisscom has also equipped its first
sites with the new LTE (Long Term Evolution) mobile technology which enables higher data speeds
andsupports higherdatavolumes.The LTE-enabled networkis initially available in 26 Swiss locations,
and will be comprehensively rolled out as from 2013. In the first quarter of 2012 Swisscom partici-
pated successfully in the mobile frequency auction,and acquired all of its preferred frequency blocks.
This means Swisscom will have access to at least double the amount of frequency spectrum for
its mobile network in future. The newly acquired frequencies will allow further expansion of the
mobile network to meet current and future customer needs. The mobile licences newly issued by
the Federal Communications Commission (ComCom) run until the end of 2028.

Fastweb operates Italy’s second largest network and is a leader in multimedia and broadband service
development. The company’s network comprises a proprietary fibre-optic network with high-
speed connections and copper-based broadband access infrastructures.

Development of capital expenditure in CHF million
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Capital expenditure in the 2012 financial year

In CHF million, except where indicated 2010 2011 2012 Change
Fixed access 378 409 425 3.9%
Mobile access 163 151 226 49.7%
Expansion of the fibre-optic network 173 301 317 5.3%
Customer driven 146 172 162 -5.8%
Projects and others:* 344 367 362 -14%
Mobile frequencies - - 360 -
Swisscom Switzerland 1,204 1,400 1,852 32.3%
Fastweb 585 552 531 —3.8%
Other operating segments 130 169 167 -1.2%
Group Headquarters and elimination (16) (26) (21) -19.2%
Total capital expenditure in tangible

and other intangible assets 1,903 2,095 2,529° 20.7%
Total capital expenditure as % of net revenue 159 183 222

 Including All IP migration.
2 Excluding capital expenditure totalling CHF 32 million in a real-estate project for which a sales contract was signed and an advance
payment made by the buyer in the same amount.

Swisscom'’s capital expenditure increased in 2012 by 20.7% to CHF 2,529 million. This includes
CHF 360 million for investments in existing and new mobile frequencies. Excluding these invest-
ments, capital expenditure was up by 3.5% and amounted to 19.1% of net revenue (prior year:
18.3%), with Swisscom Switzerland accounting for 73%, Fastweb for 21% and other operating seg-
ments for 6%. At constant exchange rates and excluding mobile frequency investments, this rep-
resents an increase of 4.1% and is mainly attributable to higher capital expenditure incurred by
Swisscom Switzerland.

Swisscom Switzerland

Capital expenditure incurred by Swisscom Switzerland rose year-on-year by CHF 452 million or
32.3% to CHF 1,852 million. Excluding mobile frequency investments, capital expenditure was
CHF 92 million or 6.6% higher, corresponding to 17.6% of net revenue (prior year: 16.6%). The
increase was mainly attributable to expenditure on broadband network expansion.

Fastweb

Fastweb’s capital expenditure fell year-on-year by CHF 21 million or 3.8% to CHF 531 million. In
local currency terms, this represented a drop of EUR 7 million or 1.6%. Customer-driven invest-
ments in 2012 accounted for around 39% of total capital expenditure (prior year: 40%).
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Other operating segments

At CHF 167 million, capital expenditure incurred by Other operating segments was CHF 2 million
or 1.2% lower year-on-year. Reduced investments in IT infrastructure were practically offset by
higher investment activities at Swisscom Real Estate due to ongoing construction projects.
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Supplement and outlook

FEvents after the balance sheet date

The Swisscom Board of Directors approved the release of this Annual Report on 6 February 2013.
No significant events occurred between the balance sheet date and this date.

Outlook

Financial outlook

In 2013, Swisscom anticipates stable revenue of CHF 9.34 billion, excluding Fastweb. EBITDA
(excluding Fastweb) is expected to decline to CHF 3.64 billion. A new standard for pension fund
accounting will lead to a CHF 110 million increase in costs not affecting cash flow. Furthermore,
the steady growth in customers and volumes will bring about an increase in direct costs, mainly
inthe acquisition of new customers and the procurement of handsets. The maintenance and fur-
ther expansion of the network infrastructure will also result in a temporary increase in indirect
costs.

In 2013, Swisscom expects capital expenditure (excluding Fastweb) to rise to CHF 1.75 billion. Cap-
ital expenditure of CHF 1.65 billion in 2012 was CHF 50 million below the original forecast for the
year. Aslight acceleration in investment activity is anticipated in 2013, which should make up for
the shortfall.

In 2013, Fastweb is forecast to enjoy stable growth in revenue in local currency, excluding hubbing,
of EUR 1.6 billion. EBITDA at Fastweb is expected to stay at the previous year’s level of EUR 500
million. Due to the expansion of the fibre-optic networks in Italy, investments are expected to rise
to EUR 550 million.

Based on the current CHF/EUR exchange rate of 1.23, Swisscom therefore expects Group revenue
of around CHF 11.3 billion, EBITDA of at least CHF 4.25 billion and capital expenditure of around
CHF 2.4 billion.

If all targets are met, Swisscom will again propose a dividend of CHF 22 per share for the 2013
financial year to the Annual General Meeting of Shareholders.



Risks

The aim of the risk management system is to assess risks in
order to optimise business performance and enable calculated
risks to be taken.

Risk management system

Swisscom’s Group-wide enterprise risk management (ERM) system takes both internal and external
eventsintoaccount. Swisscom applies the standards laid down by COSO Il (Committee of Sponsoring
Organizations of the Treadway Commission) and ISO standard 31000. The ERM of Swisscom there-
fore complies with the various requirements of corporate governance of Swisscom as well as the
requirements of Swiss law.

Objectives

The objectives of Swisscom’s ERM system are to protect the company’s enterprise value; to estab-
lish and operate an appropriate and recognised Group-wide risk management system; to ensure
meaningful,comprehensive reportingattherelevantlevel;to provide appropriate documentation;
andtoupholda corporate culture that fosters risk awareness and effective risk management. Risks
denote the probability of occurrence of events or situations which negatively affect the company’s
ability to achieve its objectives.

Organisation

The Board of Directors delegates responsibility for implementing the ERM system to the CEO of
the Swisscom Group. Central Risk Management reports directly tothe CFO. It coordinates all organ-
isational units charged with risk management tasks and oversees these insofar as this is required
for reporting purposes. This ensures a comprehensive Group-wide ERM system as well as the cor-
responding risk reporting throughout Swisscom. As part of their remit, employees entrusted with
risk management tasks have unrestricted right to information and the authority to access and
view all relevant documents and records.

Swisscom employs special instruments in individual risk areas. In financial risk management, for
example, quantitative tools (sensitivity analyses) are used to assess interest rate and currency risks.
Reputation and brand risks are monitored and managed by Group Communications, while com-
pliance risks or financial reporting risks (ICS) are overseen by specialist central organisational units
which report to the central Risk Management organisational unit.

Process

The main risks to which Swisscom is exposed are identified in a comprehensive risk analysis. Each
risk is assigned a risk owner. To enable the early identification, assessment and management of
risks, including their inclusion in strategic planning, the central Risk Management organisational
unit works closely with the Strategy department and other relevant departments. Risk manage-
ment covers risks in the areas of strategy, operations, market, finance, compliance and financial
reporting. The risks are assessed according to their probability of occurrence and their qualitative
and quantitative effects,and managed on the basis of a risk strategy. The risks are evaluated in terms
of theirimpact on the key performance indicators reported by Swisscom. The risk profile is reviewed
and updated quarterly. The Board of Directors’ Audit Committee and the Swisscom Group Executive
Board are informed about significant risks, their potential effects and the status of measures on
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a quarterly basis, and the Board of Directors on an annual basis. The effectiveness of the risk strate-
gies and measures taken is assessed quarterly. Information on the internal control system, compli-
ance management and internal auditing is provided in Section 3.9 of the Corporate Governance
Report, “Controlling instruments of the Board of Directors vis-a-vis the Group Executive Board”.

General statement on the risk situation

Risks are driven by changes in technology, the regulatory framework, markets, competition and
customer behaviour. The importance of established telecoms services is continuing to decline, and
the associated loss of revenue from the traditional core business must be compensated by growth
in customers and volume as well as new services. The economic environment remains highly
uncertain and is having an effect among other things on customers and suppliers. Over the long
term the trend in the ICT market will necessitate fundamental changes in the approach to risks
related to human capital, technology and the business model. Forthcoming decisions of a regula-
tory nature entail a latent risk which can have a major impact on Swisscom’s financial develop-
ment, as illustrated by the following selection of key risk factors.

Risk factors

Telecommunications market

Changes within the telecoms market, structural adjustments and competition from service
providers who do not maintain their own telecoms infrastructure are exerting pressure on trans-
formation. It remains to be seen which technologies and services will emerge the winners. Current
trends are increasingly necessitating the integration of a growing number of technologies and
devices in order to win new customers and provide multimedia services. The integration and oper-
ation of new infrastructures entails significant risks in terms of interfaces to the existing infra-
structure. The occurrence of such risks could delay implementation of the strategy or have a detri-
mental effect on customer satisfaction. Swisscom has initiated measures to counter technology
risks in the network and IT area.

Politics and regulation

For Swisscom, telecommunications and antitrust legislation entail risks which can have a sus-
tained impact on the company’s future financial position and results of operations and hence
could negatively impact Swisscom’s products and services as well as its investment activities. The
main risks concern the possibility of stricter price regulations for leased lines, for example, which
would further restrict Swisscom’s room for manoeuvre, or sanctions by the Competition Commission
which could reduce Swisscom’s operating results and damage the company’s good reputation.
New initiatives for a revision to the Telecommunications Act (TEA) and the related ordinance (OTS)
furtherincreasetheregulatoryrisk. These include a possible regulation of roaming charges, mobile
telephony and fibre-optic technology and establishment of the principle of network neutrality.
A change in the method used to calculate costs relating to regulated access services could have
also negative implications for Swisscom.

Increased demands on the part of the regulator with regard to basic service provision (for example,
universal entitlement to a faster Internet) or for cooperation in the fight against crime (for example,
entitlement to real-time monitoring of mobile phones) would push up expenditure considerably and
have an adverse impact on Swisscom’s results.



Access network expansion

Customer demand for broadband access is growing rapidly, as is the popularity of mobile devices
and IP-based services (smartphones, IP TV, OTTs, etc.). Swisscom faces tough competition from
cable companies and other network operator as it strives to meet current and future customer
needs and to defend its market shares. The necessary network expansion calls for major invest-
ments which need to be amortised over several decades. To mitigate financial risks and optimise
coverage, expansion is determined by population density and customer demand. The risks would
be substantial if Swisscom were forced to spend more on network expansion than planned or if
there were a decline in expected long-term earnings. Risks can be minimised by adapting expan-
sion of the access network to changing framework conditions.

Human capital and transformation

Constant changes in framework conditions and markets necessitate a change in corporate culture.
The key challenges in this context lie in maintaining employee motivation and high staff loyalty
despite cost pressure, while managing growth and efficiency, increasing employees’ ability to
adapt their skills, and maintaining Swisscom’s attractiveness as an employer. Swisscom is there-
fore implementing a transformation programme focused on corporate culture, human capital,
structural and process organisation.

Market consolidation in Italy, regulation and recoverability of Fastweb’s assets

Apotential consolidation of the Italian market would have significant ramifications for Swisscom’s
subsidiary Fastweb. In addition, Italy’s economic development and competitive dynamics carry
risks which could have an adverse impact on Fastweb’s strategy and jeopardise projected revenue
growth. The impairment test for 2012 confirmed the recoverable value of Fastweb. The recover-
ability of Fastweb’s net assets recognised in the consolidated financial statements is contingent
above all on achievement of the financial targets projected in the business plan (revenue growth,
improvementin EBITDA margin and reduction in capital expenditurerate). If future growth is lower
than projected, there is a risk that this will result in a further impairment loss. Major uncertainty
also surrounds the future interest rate trend. An increase in interest rates can also result in an
impairment loss. Fastweb’s business operations are influenced by European and Italian telecom-
munications legislation. Regulatory risks can jeopardise the achievement of targets and reduce
the enterprise value.

Business interruption

Usage of Swisscom’s services is heavily dependent on technical infrastructure such as communi-
cations networks and IT platforms. Any major disruption to business operations poses a high finan-
cial risk as well as a substantial reputation risk. Force majeure, human error, hardware or software
failure, criminal actions by third parties (for example computer viruses or hacking) or the ever-
growing complexity and interdependence of modern technologies can cause damage or interrup-
tion to operations. To mitigate these risks Swisscom operates a business continuity management
(BCM) programme so as to restore interrupted services as quickly as possible. Built-in redundancy,
contingency plans, deputising arrangements, alternative locations, careful selection of suppliers
and other measures are designed to ensure that Swisscom can deliver the level of services that
customers expect at all times.

Information technologies

Swisscom isin the midst of a transformation from line-switched TDM technology to IP technology.
This transformation should enable Swisscom to develop and roll out new products and services
more flexibly, efficiently and most cost-effectively than before. Initial results are positive, but
Swisscomis entering new territory and therefore taking on higher risks. Swisscom'’s highly complex
IT architecture entails high risks during both the implementation and operating phase. These risks
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have the potential among other things to impact competitiveness due to the delayed rollout of
new servicesand increased costs. The transformation is being monitored by the Swisscom Switzer-
land Management Board.

Environment and health

Electromagnetic radiation (for example from mobile antennas or mobile handsets) has repeatedly
been claimed to be potentially harmful to the environment and to health. Under the terms of the
Ordinance on Non-lonising Radiation (ONIR) Switzerland has adopted a so-called precautionary
principle and introduced limits for base stations which are ten times higher than the EU’s limits.
The public’s wary attitude to mobile antenna sites in particular is impeding Swisscom'’s network
expansion. There is a future risk that regulations governing electromagnetic emissions and legal
requirements for the construction of mobile base stations may be further tightened. This would
result in additional costs for network expansion and operation. Even without stricter legislation,
public concerns about the effects of electromagnetic radiation on the environment and health
could further hamper the construction of wireless networks in the future and drive up costs. Such
concerns could also reduce the intensity of mobile phone usage.

Climate change poses risks for Swisscom in the form of increasing levels of precipitation as well as
higher average or extreme temperatures. These trends could impact the operability of Swisscom’s
telecoms infrastructure, particularly in view of the potential risk to base stations and local
exchanges. The analysis of risks and opportunities posed by climate change is based on the official
reports of the Federal Office for the Environment (FOEN) on climate change, published in October
2007 and October 2011.

Swisscom attaches high importance to sustainability. The major challenges in this context lie in
ensuring efficient use of resources (notably energy) while guaranteeing provision of appropriate
communications services to consumers. Swisscom’s situation as national infrastructure provider,
coupled with the expectations of the relevant stakeholder groups, specifically customers and the
federal government in its role as principal shareholder, place high demands on the company.

Economic instability

The debt crisis and high volatility in markets are causing instability and uncertainty about eco-
nomicdevelopmentsin Europe, in particularin the southern part of the euro zone, with a potential
adverse effect on the state of domestic economies, consumer behaviour and hence on the sales
of Swisscom products and services. This could jeopardise the performance targets of Swisscom,
especially those of its Italian subsidiary Fastweb. Swisscom’s pension fund, comPlan, experienced
a phase of higher volatility. The Board of Trustees has adopted various measures aimed at ensuring
the fund’s long-term financial stability.
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